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FOREWORD 



by SIR KEITH MURRAY 
Chairman of the University Grants Committee 

In presenting this Report for discussion in the Universities, 
the University Grants Committee wish to place on record their 
warm appreojation of the way in which the Chairman, Sir Edward 
Hale, and the members of the Committee on the Superaimuation 
of University Teachers have discharged their task. 
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Report of a Committee appointed by 
The University Grants Committee on 
The Superannuation of University Teachers 



INTRODUCTORY 

1. We were appointed on 14th March 1958 by the University Grants 
Committee, in conjunction with the Treasury, and after consultation with 
the Committee of Vice-Chancellors and Principals. Our terms of reference 
invite us to review the present arrangements for providing the academic 
staffs of the universities with superaimuation benefits, and to recommend 
any changes that appear to be desirable. We have held eleven meetings, 
and we have received evidence on behalf of the Association of University 
Teachers, the Central Council of the Federated Superannuation System for 
Universities, and the University of Oxford, the last named being con- 
cerned particularly with the position of the colleges. The names of those 
who gave evidence to us are given in Appendix I. 

2. At an early stage in our enquiry a question arose about its scope. 
Dissatisfaction with superannuation arrangements in the universities arises 
from two causes. The first is that the superannuation benefits provided 
under present arrangements for a university teacher on his retirement 
have often compared unfavourably, at the time of his retirement, with the 
benefits provided for those retiring from other professions after the same 
service and at the same level of salary. The second is that the pensions 
and annuities which retired university teachers have obtained under their 
superannuation arrangements have declined in real value during the years 
of their retirement. Although the underlying cause is in both cases the 
decline in the value of money, the problems are not the same. The second 
reason for discontent, the decline during retirement in the real value of 
a pension or other fixed income, affects every retired person in the same 
way, irrespective of the arrangements under which his superannuation 
benefits were provided. Clearly it would not be possible to deal with a 
decline after retirement in the real value of the pensions of retired 
university teachers in isolation from a similar decline in that of other 
pensions. We therefore doubted whether our terms of reference were to 
be construed as inviting us to make recommendations on this matter, and 
on seeking guidance we were informed that they were not. since the 
policy erf pensions increase must be of wider application. We have there- 
fore cemsidered what superannuation benefits should be provided for 
university teachers at the time of their retirement, and have not dealt with 
the question of what arrangements should be made for increasing the 
pensions of those who have already retired to meet any fall in the value 
of money after their retirement. We are aware that this will cause dis- 
afqxrfntment. The Association of University Teachers have represented to us 
that a member’s benefits should be linked, not to his own salary at the 
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end of his career, but to the current salary from time to time of the grade 
from which he retired, so that any increase after his retirement in the 
salaries of his successors would be reflected in his own pension. Similar 
claims have been advanced on behalf of other groups of pensioners, and 
we can only observe that if the principle on which the proposal of the 
Association is based were accepted, it would have to be applied over a 
field far wider than that on which we were appointed to advise. 
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PRESENT ARRANGEMENTS IN THE 
UNIVERSITIES 



3. Superannuation benefits for university teachers are provided under 
the Federated Superannuation System for Universities, referred to in the 
remainder of this report by the initials F.S.S.U. by which it is always 
known. This system dates from 1913, and in the course of its history it 
has come to cover not only the universities but also a wide range of 
research institutions of which the staff is to a greater or lesser extent drawn 
from universities and may return to them. At its first report in 1915 
it comprised twenty-two institutions and 500 members. In 1958 it covered 
239 institutions with nearly 21,000 members, of whom about three quarters 
were in university institutions, both at home and overseas. Within the 
universities the system covers not only the teaching staff, but also adminis- 
trative, library, and research officers of a status comparable with that 
of the teaching staff. We have not construed our terms of reference as 
excluding non-teaching university officers of grades covered by F.S.S.U., 
and we have considered what might be suitable for university members 
of F.S.S.U. generally. How far what we say in this report is applicable 
to officers of non-university institutions which are members of F.S.S.U. 
must be for others to consider. 

4. Under F.S.S.U. the minimum (and normal) contributions are 15 per 
cent, of the member’s current salary, of which he contributes 5 per cent, 
and the institution to which he belongs contributes the remaining 10 per 
cent. These contributions are generally applied to the payment of premiums 
on life-assurance or annuity policies taken out on beh^f of the member, 
assuring benefits payable on his retirement at or after the age of 60 
or on his earlier death.* Various types of policy, or options as they are 
called, are available with a number of insurance offices on the panel of 
offices selected by the Central Council of F.S.S.U. It is for the member 
to choose between the available options, which fall into two main classes ; 

(i) Endowment assurances with or without profits assuring a lump sum 

payable on the maturity of the policy at age 60 or on the earlier 
death of the member. A variant of this type of option is the 
double endowment assurance, under which the sum payable on 
maturity is double that payable on death before maturity. 

(ii) Deferred annuities, with or without profits. Such a contract pro- 
vides no death covet as such, but under most policies the premiums 
paid, often with an allowance for compound interest, and some- 
times augmented by bonuses, are returned in the event of death 
before maturity. 

As the death cover provided by an endowment assurance has to be paid 
for, the aimuity before tax obtainable under such a contract is not usually 
as large as under a deferred-annuity contract. 

* There is no provision for premature retirement in the event of ill-health. An optimi 
providing benefits tm si^ retirement was offered at one ti m e, but was withdrawn for lack of 
sni^xHt. Sudi cases are normally dealt with by institutions on an ear gratia basa. 
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5. The choice between endowment assurances and deferred annuities 
does not determine the form in which the benefits will be received, because 
every endowment-assurance policy contains a guaranteed rate for conver- 
sion to an annuity, and every deferred-annuity policy contains a guaranteed 
cash option from age 60. The decision whether the benefits under a policy 
are to be paid as a lump sum or as an equivalent annuity rests with the 
institution, but the member is always consulted, and his wishes are not 
lightly disregarded. 

6. Administration is by a Central Council representative of the institu- 
tions constituting the system. Although this Council exercises certain powers 
and can give binding rulings on certain specified matters, its authority is 
derived from the institutions which appoint it, and which would have to 
consent to any major alteration in the system. Since the benefits to which 
a member is entitled under the system are payments due under policies 
t^en out on his behalf with one or more of the offices on the panel, and 
since there is no pooling of resources between the panel offices, no central 
financial administration is required. 

7. In 1953 a scheme, known as the Scheme for the Alleviation of Super- 
annuation Hardships, was introduced in order to provide additional pen- 
sions for those members of university staffs whose F.S.S.U. benefits fell 
below a certain level. This scheme is not contributory, and benefit cannot 
be claimed under it as a matter of legal right. Under it a supplementary 
pension may be paid by the institution in which the member was serving 
at the time of his retirement. The cases in which supplementary pensions 
may be, and normally are, paid are those in which the F.S.S.U. pension 
IS less ffian an appropriate rate, the amount of the supplementary pen- 
sion being the amount of the difference. For this purpose the F.S.S.U. 
pension is taken as the best single annuity on his own life which the 
member could purchase under any of the F.S.S.U. options with the capital 
sum receivable on retirement under the policies held on his behalf. The 
appropriate rate in any case depends partly on the member’s grade on 
retirement and partly on the length of his university service. The maximum 
appropriate rates when the scheme was first introduced were £1,000 for 
a Professor ; £850 for an Assistant Professor, Reader, or Senior Lecturer ; 
and £700 for a Lecturer. These rates are those for 40 years of service’, 
and are abated where the length of service is less. For those retiring on 
or after 1st August 1957 the appropriate rates for 40 years’ service have 
been raised to £1,125. £960, and £790, respectively. For those who retired 
earlier, but during the currency of the scheme, the original appropriate 
rates were increased at the same time by 10 per cent, by analogy with 
the wider pensions-increase operation which took place at that time under 
the Pensions (Increase) Act, 1957. 



8. In order to ascertain the extent to which the scheme has been used, 
we obtained from a sample of university institutions particulars of those 
who had retired from those institutions since the scheme came into effect 
in 1953.* The sample included all university-paid staff at both Oxford 
and Cambridge, but apart from them the institutions were so selected as 

» Th^ p^iculars wre obtained during the 1958-59 session and do not include those 
who retired later than the end of the 1957-58 session. 
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to make the sample, as far as possible, representative both of types of 
institution and of faculties. The institutions in the sample, with the excep- 
tion of Oxford and Cambridge, contained about 40 per cent, of the univer- 
sity teachers of the main grades in all institutions with the same exceptions. 
Thus the possible effect of the over-representation of Oxford and Cambridge 
could be, and has been, corrected by including only two fifths of the Oxford 
and Cambridge figures in arriving at the proportions of the various grades 
which received supplementation, and in arriving at average best single 
annuities and average appropriate rates. 

9. The total number of retirements of which particulars were obtained 
was 253, of which 70 were from Oxford and Cambridge and 183 from 
other institutions. Of the 253, 104 were Professors, 69 were Readers or 
Senior Lecturers, 49 were Lecturers, and 31 were others. After allowing 
for the over-representation of Oxford and Cambridge, it appears that about 
80 per cent, of those who retired since 1953 received supplementation. In 
the case of Professors the proportion was about two thirds, and in the 
case of other grades about nine tenths, with little variation between one 
grade and another. The following table shows grade by grade how the 
average best single annuity in unsupplemented cases compared with that 
in supplemented cases, and the extent of supplementation when it was 
given : 

Table I 



Effect of Superannuation Hardships Scheme 





Unsupplemented 

Cases 


Supplemented Cases 


Number of 
Cases 


Average 

Best 

Single 

Annuity 


Number of 
Cases 


Average 

Best 

Single 

Annuity 


Average 

Appro- 

priate 

Rate 


Average 
Amount of 
Supple- 
mentation 






£ 




£ 


£ 


£ 


Professors 


43 


1,230 


61 


755 


922 


167 


















10 


998 


59 


560 


777 


217 




8 


517 


41 


364 


530 


166 




3 


432 


28 


■291 


439 


142 


All Grades 


64 


1,076 


189 


545 


723 


178 



Notes 

(1) The numba- of cases as given is the actual number of which particulars were furnish^, 
witl^ut aliowaiK» for the ovOT-representation of Oxford and Cambridge; but in calculating 
the averages this over-representation has been allowed for. 

(2) In arriving at the average appropriate rate, the rate in any individual case has been 
taV en as that wSch was in effect when supplementation ■snqs first granted in that case. 

It might be expected that the difference between the average best single 
aimuities of the unsupplemented and the supplemented would be partly due 
to differences in length of service. This, however, is not the case. Over all 
grades the average length of service of the supplemented is the same as 
that of the unsupplemented (31 years), and the differences in the case of 
individual grades appear not to be significant. 
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POSSIBLE ALTERNATIVES 

10. Before setting out any alternative arrangements in any detail, a broad 
survey of the possibilities may be useful. F.S.S.U. is an example of the type 
of scheme in which the amount of benefit payable to a member on retme- 
ment is determined by the contributions paid by and in respect of him, 
and therefore by his total earnings by way of salary, over the whole of his 
career ; and the amounts earned in the earlier part of the career are of 
relatively greater importance than those earned in the later part, since the 
former benefit from compound interest over a longer period than the latter. 
The schemes which cover the public services— the Civil Service, Local Gov- 
ernment Service, National Health Service, Teaching Service, etc. and those 
for the salaried staffs of the main nationalised industries are almost all of 
what may be called the terminal-salary type. There are also a number of 
occupational schemes of this type outside the public sector. In such schemes 
the amounts earned before the terminal period (commonly the last three 
or five years) of the member’s career do not affect his pension, the amount 
of which is determined partly by the length of his service and partly by the 
average salary earned by him in the terminal period. The aggregate of 
his contributions is not a factor in the calculation of the individual member s 
pension. 

11. This difference between F.S.S.U. and terminal-salary schemes becomes 
of major importance in a period in which the value of money has been 
falling and the general level of salaries, in terms of money if not of real 
value, has been rising. In such a period the benefits obtained from a scheme 
like F.S.S.U. are adversely affected by all the currency depreciation which 
has taken place during the whole of the member’s career, whereas under a 
terminal-salary scheme he is protected, in so far as the increase in his salary 
has kept pace with the fall in the value of money, against the effects of 
currency depreciation up to the terminal period of his career. This dis- 
advantage of F.S.S.U. has been somewhat increased by the fact that before 
the war the salaries of university teachers, particularly in the middle grades, 
were relatively less favourable, in comparison with other professions, than 
they are today. Many university teachers who either have retired since the 
war or are now approaching retirement spent the early part of their careers 
as Lecturers in a period during which the average salary of a Lecturer rose 
slowly to the modest figure of £477 in 1938-39. 

12. On the other hand F.S.S.U. has certain advantages in comparison 
with a terminal-salary scheme. It is very flexible, and the member has a 
wide choice of options so that he can suit his benefit to his individual 
circumstances. The provisions for transferring between institutions within 
the scheme and into outside employment are particularly convenient. In 
conditions of monetary stability, and for careers of certain patterns, F.S.S.U. 
produces higher benefits than are available in terminal-salary schemes. Any 
extension in the period of service beyond the normal retiring age results 
in a greater increase in baiefits than it would under a teoninal-salary scheme. 
The whole of the benefits can be taken m a lump-sum payment, whereas 
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today the Board of Inland Revenue could not approve for tax-relief purposes 
a terminal-salary (or other) scheme which gave more than 25 per cent, ol 
its benefits in this form. The right to take the whole benefit as a lump sum 
has become particularly valuable since the income-tax liability on annuities 
purchased through insurance offices was reduced by the Finance Act, 1956. 
Finally, a scheme which is operated by means of separate insurance policies 
for each individual member involves a minimum of central administration 
and a minimum surrender of institutional autonomy. A scheme of the type 
which is now normal in the public sector involves a pooling of financial 
resources and risks over all the members of the scheme, and consequently 
needs a central organisation wielding considerable powers. 

13. Both F.S.S.U. and contributory terminal-salary schemest have in 
common the principle that the superannuation benefits they offer are financ^ 
by the accumulation at compound interest of contributions paid during the 
aiive careers of the beneficiaries. Consequently neither type of scheme 
depends for its solvency on the continued recruitment of new; members. In 
F.S,S.U. each member obtains his benefits from his own individual policies, 
the premiums on which have been paid from his own contributions and 
those of the institutions to which he has belonged. A contributory termmal- 
salary scheme for any group will have been so designed that if at any 
moment the organisation which it covers is dissolved, so that contributions 
cease, the accumulated funds will suffice to meet the cost of the benefits 
which have accrued to the pensioners and to the existing staff in respect 
of the service which they have already completed. Equally, if recruitment 
to the organisation ceased but the existing members continued to serve, 
the cessation of recruitment would not make it necessary to take any speam 
measures to ensure that the existing members obtained on retirement the 
benefits which would then be due to them. 

14. Any type of superannuation scheme which is financed by the 
accumulation of funds over a long period depends on effective accumulation 
being possible. Currency depreciation affects this possibility. Except m so 
far as contributions can be so invested that any fall in the value of money 
will be offset by an increased yield (in terms of money), currency 
depreciation checks, or may even reverse, the rise in the real value of 
accumulated funds, and thus makes the process of accumulation unreward- 
ing. If the depreciation becomes sufficiently severe, effective accumulation 
becomes impossible and makes it imperative to seek other means of financ- 
ing superannuation. This has in fact happened in France. The arrangements 
which have been adopted for financing state-sponsored schemes in that 
country have attracted some notice here, and there are those who hold 
that the tight remedy for the effects of inflation on university superannuation 
would be to adopt in the universities in this country arrangements which 
do not involve the accumulation of funds. 

15. The alternative to financing the superannuation of a given generation 
of members of an organisation by accumulating the contributions of that 
generation is to meet the cost of the benefits payable in any year from 

* TUs change is eiplained in paragraph 39. . , „ 

t The arrangements for the Civil Service. laid down m the Superaimualion Acts, 
that of 1834 onwards, are in the main non-contributory, Imt thh is an excqjtkm. Other 
sc&ecoes in the publk scctcw arc a^ntributOTy. 
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contributions received in that year, so that the benefits of one generation 
are financed from the contributions of the next. To describe the source 
of finance in both alternatives as “ contributions ” is, however, to describe 
by the same word things that are essentially different. In the first alternative 
the contributions of any generation of members are savings made on behalf 
of their own generation ; in the second they are a levy on behalf of 
their predecessors. The method of finance which charges the benefits given 
to one generation on a levy paid by their successors is known as “ assess- 
mentism ”, because the levy has to be reassessed at fairly frequent intervals 
to meet rising costs. There are two main variants of schemes financed in this 
way. The scale of benefit may be laid down in advance, so that the scale 
of the levy has to be that which is required from time to time to pay 
benefits on the covenanted scale. Thus, there is no theoretical reason why 
a terminal-salary scheme should not be financed by the method of assess- 
mentism, provided of course that compulsory powers were available to 
ensure that new entrants to the occupation covered by the scheme became 
members of the scheme and paid the necessary levy. Alternatively, the 
scale of benefit may not be laid down in advance but may be made to 
depend on the yield of the levy. The term “ distributionism ” has been 
applied (not in this country) to arrangements of this kind, because the 
amount collected is distributed among the beneficiaries. 

16. We do not think that an arrangement under which the scale of benefits 
enjoyed by members of one generation was contingent upon the amount of 
a levy collected from their successors would be likely to commend itself 
to the universities. We think that, if present arrangements for providing 
benefit through personal policies of insurance were to be departed from, 
university teachers would wish for a scheme under which they would be 
assured of benefits on a predetermined scale, calculated by reference to 
the length of their careers and the position attained at the end of them. 
In other words, they would expect arrangements under which the amount 
of the contributions would be determined by the scale of benefits, and not 
vice versa. If this is agreed, the scope for argument about the scale of benefits 
is limited, since in state-sponsored superannuation schemes the scale of 
benefits in relation to terminal salary has become largely standardised, and 
cannot be exceeded without producing inequalities between one occupafion 
and another. We do not think that in any terminal-salary scheme the univer- 
sities could hopefully claim a higher scale of benefit than that generally 
current in state-sponsored schemes, and a new scheme providing such a 
scale of benefit would not be approved for income-tax purposes. The argu- 
ment would then be narrowed down to the manner in which the benefits 
should be financed. 

17. Under a system of pure assessmentism, the levy collected would be 
no more than would be required to meet the cost of benefits currently in 
payment under the new system, and this would be a much lower figure at the 
outset than a contribution calculated on orthodox lines. At the moment 
when pension arrangements financed by pure assessmentism were applied 
to an occupational group for the first time, the past members of that group 
would be receiving pensions provided in some other way, probably through 
their own contributions and those of their employers. Thus the number of 
persons dependent on pensions financed under the new scheme would at 
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first be very few. and would only build up over a long period. Those servmg 
at the time when the system was first introduced would be in the fortunate 
position of having to bear only a small charge in respect of their predeces- 
sors’ pensions and none in respect of their own. But as the number of 
persons dependent on pensions financed under the new system increased, 
the pension charge would steadily rise, even if there were no general increase 
in the salary level, and the levy would have to be continually mcreased 
to meet if whereas the contribution in a fully funded scheme would 
remain unchanged unless the assumptions on which it was calculated were 
falsified, e.g., by a rise in the salary level. Ultimately, the necessary levy 
would be about double the contribution to the fully funded scheme, because 
in a fully funded scheme about half the benefit expenditure, at the level 
ultimately reached, is met from interest on accumulated funds, whereas m 
a system of pure assessmentism there are ex hypothesi no funds to earn 
interest and the whole cost must be collected currently. An actual example 
may make the position clear. The following figures show the income and 
expenditure of an actual pension fund in the sixth year of its existence, its 
expected financial progress during the following 10 years, and the position 
which would ultimately be reached in the absence of unforeseen changes . 

Table II 



Progress of an actual pension fund 



Year 



Contribution 

Income 


Interest 

Income(f) 


Benefit 

Expenditure 


6*8 


0-9 


0-7 


6-6 


2-2 


1-7 


6-9 


3-5 


2-9 


4-90 


5-1 


10-6 



Amount of 
Fund at 
end of year 



Sixth (actual) 

Eleventh (forecast) 

Sixteenth (forecast) 

Year in which stability is 
reached (forecast) 



27 

67 

105 



^pfnie rate of interest assumed is H per cent. If a higher rate of ^ 

asst^, a higher proportion of the ultimate benefit expenditure could toe botnet from 
the interest and the ultimate contribution mcome required would have been low^ 
n The reduction will be mainly due to the fact that m the early y^ m ad*tional 
bmion wa^^ “to meet a Uabky.in resp^ of the back *rvice of uutial entrants. When 
thk liability been met, the cxmtribution is to be reduced. 



It will readily be seen from the above example that although at year 
sixteen the contribution will still be rather over double that which would 
have been needed for that year if the scheme had been financed on as^ 
mentist principles, the position would ultimately be reversed, and the le^ 
required under assessmentism would eventually be more than double^ the 
contribution to the fully funded scheme. This latter condition would continue 



indefinitely. 

18. It has been suggested that, while it might be inadvisable to finance 
university superannuation on a basis of pure assessmentism, the contribu- 
tion might be fixed at a somewhat lower level than would be required w 
a fully funded basis. This, however, would result in an inherently unstable 
condition which in tim e would inevitably revert to pure assessmentism. 
Suppose that in the above example the contribution had been so fixed as to 
produce a lower contribution income, the result would be that before the 
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amount of benefit expenditure reached its ultimate amount, it would over- 
take the aggregate of contribution income plus interest on the fund, and 
would then rise above that aggregate. The capital of the fund would then 
have to be drawn upon to meet the excess of benefit expenditure over 
contribution and interest income combined. This would cause the interest 
income to fall while benefit expenditure continued to rise, requiring ever- 
increasing drafts on capital. Unless this depletion were checked by an 
increase of contribution, the ultimate position would be that there would 
be no fund at all, and the whole of the benefit expenditure would have to 
be met from current contributions. The severity of the subsequent increase 
in the rate of contribution needed to check the depletion of the funds could 
of course be mitigated by fixing the initial rate of contribution higher ; 
but once the initial rate of contribution had been raised high enough to 
enable the subsequent increase to be avoided altt^ether, no element of 
assessmentism would remain and the finance would be wholly orthodox. 
Indeed, the whole object of the actuarial approach is to ascertain a consent 
rate of contribution which will support the benefits for an indefinite period, 
provided of course that assumptions made, e.g., as to salary structure, shape 
of career, and rate of interest, remain valid. 

19. It will have been seen that in its early stages assessmentism is 
delusively cheap. This constitutes the dangerous feature of the system. When 
life assurance began in the eighteenth century much of it was financed by the 
methods of assessmentism, so that though premiums at first were low^ an 
ever-growing volume of business was required to prevent them from rising. 
When this failed to materialise and premiums had to be raised, business 
tended to contract, setting up a vicious circle which could only end in 
bankruptcies. The same melancholy history was later to be repeated m 
America. Under present life assurance legislation the system would be 
illegal ; the law now requites the accumulation of reserves on an actuarial 
basis and the assessment of premiums in such a way as to make this 
possible. 

20. It may be argued that assessmentism is only open to these dangers if 
applied to voluntary insurance, and that we are now considering its appli- 
cation to a group of which the members can be compelled to pay the 
required levy on whatever scale may be necessary. It must, however, be 
recognized that once the levy 'became more onerous than the conttibutions 
which would be required for a scheme financed on an actuarial basis, 
pressure would be bound to develop among the younger members of the 
group, who would demand to be relieved of the levy and given a scheme 
on an actuarial basis. This demand would be particularly likely to arise 
if the degree of currency depreciation had turned out to be less than expected 
when the scheme financed by assessmentism was introduced. The demand 
would have to be resisted, since to meet it would leave “high and dry 
the pensioners dependent on a continuance of the levy. These pensioners 
would represent a Hability quite disproportionate to any working balance 
available to meet their needs. In a scheme which was to be appM to a 
large number of autonomous institutions, it would be necessary that the 
governing bodies of all of them should resist the demand if the vicious 
circle of eighteenth century insurance were not to repeat itseH. 

21. It may also be said that the above paragraphs only dww that M 
funding is to be preferred to assessmentism when monetary conditioas make 
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::^ncy depreciation beyond which the f ^ rlor« 

^sfon“oLrr^^^^^^^^ not. of conr., sn^«t 

n‘’’TheiL«\°n“ LTafceVhetne for the 

of the Bill for the National Insurance Act. 1959. the Government 

Kry was e^rrorsuTaTinrri^^^^^ 

e^t of '’nt it provides no iustihcaU^n for 

aLndoning the prindplea on wW^ *e of aU 

S Sn a heavy 

ewr the -pTrlifviiier • and the Treasury, who must be consistent throu^ 
liabihty ^ responsibility, would have to be ready to justify to 

S: committee of P*S departure from orthodox financing o 

.Tnnftion li follows that the Government, if asked to agree to the 
apdicadon of assessmentism to the finance of university superannuation, 
would need to consider its .implications m a much wider context. 

•yj T?nr reaisons which we explain later (paragraph 40) changes m F.b.b.u. 

t Lm wh"h fn^w -Lai in the pubUc service and nationalised indus- 
tries. Such a scheme we will now describe. 
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AS 



PRESENT ARRANGEMENTS IN THE PUBLIC 
SERVICES AND NATIONALISED INDUSTRIES 

23, The arrangemeints which we now describe are those covering occupa- 
tions in which conditions are broadly comparable with those in the univer- 
sities. i.e., the public services, such as the Civil Service, the Local Govern- 
ment Service, the National Health Service, and the Teaching Service ; and 
the salaried staffs o£ the main nationalised industries. Throughout this field 
a common pattern is discernible. We omit as having no bearing on our 
problem the pension arrangements for persons in occupations (such as the 
Armed Forces, Police. Fire Service, or aircrews in Airways Corporations) 
in which the physical demands of the occupation require retirement at a 
relatively early age, and the occupational risks place special responsibilities 
on the employer in relation to the employee’s family. We also omit the 
separate arrangements for manual workers in certain organisations. 

Contribntions 

24. The Civil Service superannuation arrangements, which in effect date 
from 1834, are non-contributory, except for the Widows’ and Children’s 
Scheme and the Dependants’ Scheme, which are recent additions. The other, 
more modem, schemes in the public sector are contributory. In general the 
contributions are actuarially assessed so as to build up a fund (actual or 
notional) sufficient on certain assumptions, e.g., as to interest rates, to finance 
the benefits provided by the scheme. Where a adieme is financed on this prin- 
ciple. it is solvent in the sense that even if recruitment were to cease altogether 
while the existing members of the scheme continued in service until retirement, 
the funds would be sufficient to support the benefits to which those members 
were entitled without an increase of contri'butions, provided of course ^t 
the other assumptions, e.g., as to salary levels, on which the contributions 
were assessed were not falsified. Thus the amount of contributions required is 
unaffected by fluctuations in the level of recraitment to the occupation 
covered, and there is no cross-subsidy as between one generation of entrants 
and another. It is arguable that there is an element of cross-subsidy between 
different career patterns since of two members who retire on the same salary 
after the same length of service and who are therefore entitled tO' the same 
benefit, one, whose advancement has been more rapid in the early stages of his 
career than that of the other, will have paid more in contributions than the 
other. But in no case are the employee’s contributions sufficient by them- 
selves to support his benefits, and the employers’ contributions can thus be 
justifiably regarded as a general pool and not as appropriated individually 
to the employees on whose salaries they are calculated. 

23. The employee’s contribution is 6 per cent, of current salary for 
“normal” benefits (defined later) in many cases, and 5 per cent, in most 
others. There is more variety in employers’ contributions, the amounts of 
which range from a percentage of current salary equal to that of the 
employee’s contribution to double that of the employee’s contribution. The 
variation between one scheme and another in the percentage of current 
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salary required for contributions is not arbitrary. It arises front the f&ct 
that there are differences between one occupation and another m such 
matters as the normal relationship between earnings throughout the career, 
which determine the aggregate of contributions, and terminal salaries, which 
determine the amount of benefit. 

Minimum pensionable age 

26. Every scheme provides for a minimum age at which the employee 
may retire or be retired on grounds of age. In the Civil Service and some 
other schemes it is 60, or 60 provided that 40 years’ seTOce has been ren- 
dered. Within certain schemes there are minimum pensionable ages lower 
than 60 for certain small groups of employees. On the other hand m recently 
established schemes the minimum pensionable age is 65 for men and 60 
for women. 



Nonnal braiefits 

27. The general pattern is that, subject to a qualifying period of 10 years, 
both a pension and a lump sum are payable on retirement at or after the 
minimum pensionable age. The pension is one eightieth of terminal salary 
(that is, the average salary over the last three years of service) for each 
year of’ reckonable service.* The maximum pension at the normal age of 
retirement is usually forty eightieths, but there may be an addition for y»rs 
of service given after that age up to an overriding maximum of forty-live 
eightieths. The lump sum is three eightieths of terminal salary for each year 
of reckonable service, with similar limits up to an overriding maximum of 
one hundred and thirty-five eightieths in schemes in which pension would 
be forty-five eightieths. In one or two schemes there is no lump sum, and 
pension is calculated at one sixtieth instead of one eightieth for each year 
of reckonable service. (A pension of one eightieth of salary plus a lump 
sum of three eightieths is broadly equivalent to a pension of one sixtieth 
without a lump sum). Where an employee retires on grounds of ill-health 
after the qualifying period of 10 years, he receives a pension and lump sum 
similarly calculated. An award on retirement for ill-health, where there 
has been less than 20 (but at least 10) years’ service, is usually based 
either on 20 years’ service or on the period of service which would have 
been completed if the employee had served up to the minimum pensionable 
age. if that is less than 20 years. Retirement after less than 10 years’ 
reckonable service, whether on grounds of ill-health or age, attracts a 
gratuity or a refund of contributions. In case of death before a pension ^ 
been awarded a lump sum is paid (subject, usually, to a qualifying period 
of five years) or the contributions of the employee are returned. 



FaraBy benefits 

28. Schemes providing family benefits are sometimes regarded as supple- 
mentary to the main benefit schemes, and may in some cases be optional for 
certain classes of employee. In such schemes the basic benefit is a widow’s 
pension usually equal to one third of the employee’s pensiim or eff the 
pension which would have been awarded to him if he had retired on the day 

• Furtbex refoencts in this n^wrt to a person’s “ tenninal salary ” diouid be read as 
meaninff his average salary for the three years of his service rmmedlately before his retirement. 
WhCTe we have to refer to a person’s salaty at the moment of his retirement, we use the term 
“ ftnfll salary,” e.g., in paragraphs 46, 50, and 51. 
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he died. Thus the amount of the widow’s pension is unaffected by the relative 
ages of husband and wife. In most cases, the pension is augmented according 
to the number of dependent children. When family benefits are included in 
the main pension arrangements it is customary for the married man to 
receive a smaller lump sum than the single man. The deduction is either 
one third or two thirds of the lump sum, depending mainly on whether the 
employer is bearing part of the cost. 

Transfer to other employment 

29. There is an almost complete network of arrangements under which, 
on transfer from one pensionable employment to another in the public 
sector, an employee may (subject, in most but not all cases, to the consent 
of his former employer) reckon his former service for ultimate pension from 
the later employer, the former employer paying a “ transfer value a 
capital sum broadly representing the value of the transferrmg officer s 
accrued pension rights. 

30. On transfer to employment not within the scope of these arrangements 
the employee may, according to circumstances and usually subject to the 
employer’s discretion, be eligible for : 

(а) “ Frozen ” pension — that is, an award on retirement from his later 

employment, or in some cases at the minimum pensionable age 
of the earlier employment, of a pension by his former employer 
calculated in the usual way on his salary and his length of service 
when he left the service of his former employer. This is, of course, 
in aitditinn to a pension from his later employer based on his 
length of service with that employer and his final salary. 

(б) Alternatively, in the case of contributory schemes, the transferring 

officer may have his own contributions refunded. 

But these arrangements are not universal. For instance in the non-contribu- 
tory scheme of the Civil Service, no benefits are payable on leaving before 
the age of 50 for employment other than pensionable employment which 
it is in the public interest to undertake, or which is covered by the arrange- 
ments mentioned in paragraph 29. 

Actaarial review 

31. In planning the finances of a contributory superannuation scheme 
assumptions have to be made about the salary structure of the class of 
employee covered and the rate of progression of salary with advancing age 
and increasing responsibilities, as well as about mortahty, rates of interest, 
and other matters. All these assumptions are liable to be falsified by events, 
with the result that a deficiency (or surplus) may develop. At a time whm 
incomes are rising a deficiency is the more probable in a scheme in which the 
amount of benefit is related to the salary earned at the end of the ca^. 
Periodical actuarial reviews are therefore necessary, in order to shw 
whether the contributions continue to be sufficient to support the benefits 
of the scheme and whether the fund is growing at the required rate. In some 
schemes there is provision for varying the contributions. The employer may, 
however, have to make additional payments from time to time to mamtam 
the solvency of the fund. 
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Blnandal ba^ 

32. In a contributory scheme in which the benefits received by the 
individual pensioner are not purchased by the accumulated contributions of 
himself and those of his employer in respect of him, benefits must be paid 
from, and contributions paid to, a common pool. In some cases this pool 
is the Exchequer itself, benefits being paid directly from departmental^ votes 
and contributions being taken into the Exchequer as appropriations in aid 
of those votes. Such an arrangement requites statutory sanction and is 
accordingly limited to statutory schemes. Where it is adopted the contribu- 
tions are not invested as a separate fund, but the interest element is not 
ignored, the actuarial calculations assuming the existence of a notional fund 
earning a notional rate of interest. In other cases contributions are paid into 
an actual fund managed by trustees who have to decide upon and carry out 
an investment policy. In such a case the financial position of the scheme 
will be affected by the amount of interest actually earned, which may differ 
from that assumed in the actuarial calculations, and by the appreciation or 
depreciation of the investments held. 
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A7 



CERTAIN DIFFERENCES BETWEEN F.S.S.U. 
AND A TERMINAL-SALARY SCHEME 

Differences in the {actors determining the amount o{ benefit 

33. We have already referred to the fact that in F.SS.U. the amount of 
benefit is related to the total amount of salary earned over the whole career, 
whereas in the schemes now itormal in the public services etc. the amount 
of pension is based on length of service and the amount of salary earned 
only in the final three (or five) years of the career. This difference between 
the two types of scheme means that they are based on different conceptions 
of what is fair as between one member and another. The question is not 
whether the sum available for expenditure on benefit under one type of 
scheme is greater than under the other, but of the manner in which the sum 
available for benefit should be distributed among the members of the 
scheme. If the assumptions made in framing a scheme of the tenninal- 
salary type are not falsffied by events, there is no reason (apart from 
differences of income-tax treatment) why the aggregate benefits which a 
group of employees obtain from such a scheme should differ from the 
aggregate benefits which would result from applying the same contributions 
to a scheme of the insurance type. Nevertheless the results of tiie two 
schemes for different individuals would be quite different. This difference 
can best be illustrated by imagining a scheme covering only two employees, 
A and B, who both retire drawing equal salaries after service of equal 
length, but who have had quite different careers. A was promoted early in 
his career to the position reached at its end, while B only reached it a few 
years before his retirement after a career spent mostly in a lower position. 
If the scheme to which both belong is of the terminal-salary type, both 
A and B will receive identical pensions and lump sums. But the amounts 
contributed by and in respect of A will have been considerably greater than 
those contributed by and in respect of B, and in a scheme of the insurance 
type, like F.S.S.U., this difference would be reflected in their receiving 
different amounts of benefit on retirement. Thus, where the aggregate 
benefits under two different schemes are the same, and the difference is 
in their distribution between beneficiaries, the question which scheme is 
the more advantageous 'has meaning only if it is asked in relation to an 
individual beneficiary ; and if asked in these terms, the answer is different 
for different beneficiaries. The first question which needs to be asked, there- 
fore, in comparing a scheme O'f the terminal-salary type with one of 
the insurance type, is not which is the more advantageous, but whether 
benefits should be proportionate to contributions or to terminal salary and 
length of service. 

34. The answer to this latter question is not self-evident. To some it 
might seem obvious that benefits should be proportionate to contributions, 
and that any other arrangement is open to the objection that it takes A’s 
savings and gives them to B. But this objection will not stand close 
examination. Its weakness is that it is only vaKd if the sums contributed to 
the superannuation fund by the employer ought to be regarded, from the 
moment at which they are contributed, as appropriated to the pension of 
the individual employee in respect of whom they are contributed. This 
premise is unsound. The amount to be contributed by the employer to the 
superannuation fund is expressed as a proportion of the employee’s salary 
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because the aggregate of the salaries of all the employees in the scheme 
is a convenient basis for determining the total contribution to ^e ftm 
required from the employer from time to time. This basis of oalcuktio 
d^ not imply any appropriaUon to the pensions of 

If it is accepted that the employers contributions are to be regarded M 
being made towards the scheme as a whole, then an arrangement under 
whS each individual’s benefits are not proportionate to the contnbuUons 
oaid by and in respect of him would be inequitable only in a case m 
which the benefits were less than the amount earned by the employee s ow 
contributions alone, without those of the employer ; and such a case does 
not in practice occur. 

35 If it is accepted that the funds available for superannuation benefits 
can fairlv be distributed among employees otherwise ttan m proportion to 
the contributions paid in respect of them, then we think that an a^ange- 
ment under which the benefits are determined by the length of the career and 
Ae nosition reached at the end of it is more satisfactory, at any rate in the 
uuivOTities. than one which takes into account the whole of the earnings 
over the career and favours .the man who received early promotiOT over 
him who was promoted later. Whatever may be the case in other profession, 
la,te or early promotion in the universities may be fortuitous and qmte 
unrelated to merits, particularly in specialised subjects where the number 
of chairs may be very small and the date of appointment is determm^ 
more by the age of the previous holder of the chair than by the rnerits 
of his successor. Moreover, the terminal-salary scheme ensures^ a closer 
relationship between the standard of living just before and just after 
retirement 



Differences of flexibility ■ ■ j j- 

36. In F.S.S.U. the individual member has a wide choice m deciding 
the form in which he will receive his benefits. In particular, he can decide 
whether the benefit contracted for is to be an annuity or a cash payment, 
or partly one and partly the other, and when the poliaes mature there is 
a furthear opportunity, subject to the agreement of his institution, to take a 
cash payment in place of an annuity, or an annuity m place of a c^h 
payment. Again, if he requires no death cover, he can apply the whole of the 
.memiums to the purchase of deferred annuities. If he reqmres death cover, 
he can apply them wholly or in part to endowment assurance, under which 
the whole of the sum assured is payable on death, or to double endowment 
assurance, under which half of it is so payable. 

37. In a terminal-salary scheme no such flexibility is p^sible. The nature 
and amount of benefit to which the member is eligible in various circum- 
stances is determined by the facts of his career and family. This difference 
is to a great extent inherent in the fundamental difference that under 
F.S.S.U. the contributions paid by and in respect of each memlter are 
applied only to that member’s benefit, so that he can be given a width of 
choice which is not practicable when the employer’s contributi(^ ate 
pooled and the amount of the individual member’s benefit is not directly 
related to the contributions paid by and in respect of him. Mottover, the 
choice in F.S.S.U. between the lump sum and the annuity survives only 
because schemes in operation before 6th April 1947 were exempted 
from the provisions of the Finance Act, 1947, under which new schemes 
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could not be approved by the Board of Inland Revenue if they contained 
provision for members to receive more than 25 per cent, of their benefits 
in cash. The degree of flexibility present in F.S.S.U. would not be permitted 
if that scheme were being laimched today, nor could it be repeated in a 
new scheme. 

Difierences in tax treatment 

38. The treatment for income tax and surtax of contributions to and 
benefits from F.S.S.U. differs from the treatment of contributions to and 
benefits from terminal-salary schemes in the public services and nationalised 
industries. The 5 per cent, of his salary contributed by a member of F.S.S.U. 
is treated in the same way as a life assurance premium, i.e„ the taxpayer 
is entitled to relief from income tax on a proportion (normally two fifths) 
of his contribution. The 10 per cent, contributed by the institution is not 
affected by income tax. No income tax or surtax is payable on contributions 
to statutory superannuation schemes or to approved superannuation funds, 
i.e., the employee, instead of relief for two fifths only, has a deduction for 
the whole of his contribution ; this deduction, how'ever, reduces the ammmt 
on which he obtains earned-income relief. Contributions to F.S.S.U. are 
placed in the ordinary Annuity Fund or in the Life Fund of the office 
issuing the member's policy, and the income of these funds is subject to 
a measure of taxation which affects the rate at which contributions accumu- 
late. On the other hand no income tax is chargeable on interest earned by 
approved superannuation funds, except in so far as those funds provide for 
lump-sum benefits which will escape tax in the hands of the recipient. 

39. Annuities payable under F.S.S.U. policies are taxed as earned income, 
and pensions payable under terminal-salary schemes are taxed in the same 
way. No tax is chargeable on F.S.S.U. benefits paid as a lump sum, and 
similarly none is chargeable on the lump sums payable on retirement under 
terminal-salary schemes. Where these lump sums have been applied to the 
purchase of annuities through insurance companies, such annuities now 
benefit from the change introduced in 1956, since when that part of a 
purchased annuity which represents the repayment of capital has. become 
exempt from tax. The importance of this change may be seen from the fact 
that about 70 per cent, of a single life annuity purchased by a man at age 
65, and 60 per cent, of that purchased by a woman at that age, would be 
regarded as repayment of capital. The remainder of such an annuity is, of 
course, treated as unearned income, but where a taxpayer or his wife is 
aged 65, and his total income is not over £800, his unearned income obtains 
the same relief as earned income. This change in the treatment of purchased 
annuities has materially improved the position of members of F.S.S.U. in 
comparison with members of terminal-salary schemes, for the reason that 
the F.S.S.U. member can take the whole of his benefits in cash and apply 
them to the purchase of an annuity, whereas the member of a terminal-salary 
scheme can only obtain 25 per cent, of his benefits in this form. This 
advantage offsets, if indeed it does not outweigh, the more favouraMe tax 
treatment of contributions paid to, and income earned by, approved 
superannuation funds. 

40. The Board of Inland Revenue would not today approve a new super- 
annuation scheme if the benefits payable on retirement at the normal age 
of retirement were equivalent to an income of more than two thirds of 
terminal salary, or if more than one quarter of those benefits were payable 
as a lump sum. In conditions of relative monetary stability F.S.S.U. can, 
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particularly for certain career patterns, result in benefits equivalent to an 
income of more than two thirds of terminal salary, and partly for this 
reason and partly because the whole of the benefits may be payable in a 
lump sum, it would not receive approval if retested today. It retains its 
present income-tax privileges as a matter of reserved right, but the Board 
of Inland Revenue may be expected to regard any material amendment of 
the scheme (except in the special case referred to below in connection with 
National Insurance) as affording ground for retesting it as a whole. For this 
reason changes in F.S.S.U. can make no contribution to the solution of our 
problem. 

Differences in relative financial advantage 

41. This question can be approached in two ways. One approach is to 
examine a group of actual cases of retirements in recent years, and compare 
the benefits actually obtained with those which would have been obtained 
if the members’ careers had been spent under a terminal-salary scheme. 
Another approach is to compare for hypothetical careers with up-to-date 
salaries the amounts of pension which could be secured by means of 
assurance policies with those which would be provided by a terminal-salary 
scheme of the usual type. 

42. We have already referred (paragraphs 8 and 9) to the particulars which 
we obtained of retirements since 1953 from a sample of institutions. Among 
the particulars which we obtained were the length of service and the terminal 
salary of each retiring member. The benefits available on retirement under 
a terminal-salary scheme are approximately equivalent (after converting 
the lump sum into an annuity) to a pension of one sixtieth of terminal 
salary for each year’s service. Thus if one sixtieth of the terminal salary 
of a member is multiplied by the number of years for which he served, the 
product gives the measure, in terms of a notional pension, of the benefits 
which he would have obtained if the whole of his service had been 
reckoned under a terminal-salary scheme. This notional pension is 
comparable with the best single annuity which he could have obtained 
with his F.S.S.U. benefits, and with the appropriate rate by reference 
to which his need for supplementation was considered under the scheme 
referred to in paragraph 7. The following table makes this comparison 
for the cases of which we obtained particulars : 

Table III 

Notional terminal-salary pensions compared with benefits nnder 
present arrangements of those retiring in 1953-1958 



(A) Supplemented cases 





Number of 
cases 

(1) 


Average 

notional 

pension 

(2) 


Average 

best 

sir^le 

annuity 

(3) 


Proportion 
of annuity 
to 

pension 

(4) 


Average 

appro- 

priate 

rate 

(5) 


Proportion 
of appro~ 
priate 
rate to 
pension 
(6) 






£ 


£ 


percent. 


£ 


■per cent. 


Profc»OT5 


61 


1,147 


755 


66 


922 


80 


Readers and Senior 














Lectnms 


59 


845 


560 


66 


777 


91 


Lecturers 


41 


553 


364 


66 


530 


96 


Others 


28 


412 


■297 


72 


439 


106 


AH gr^5es 


189 


821 


545 


66 


723 


88 
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(B) Unsupplemented cases 





Number of 
cases 

(I) 


Average 

notional 

pension 

(2) 


Average 
best single 
annuity 
(3) 


Proportion 
of annuity 
to pension 
(4) 






£ 


£ 


per cent. 


Professors 


43 


1,279 


1,230 


96 


Readers and Senior 










L^urera 


10 


1,035 


998 


96 


I^urers 


8 


417 


517 


124 


Othera 


3 


555 


432 


78 


All grades 


64 


1,112 


1,076 


97 



Note: In arriving at average notional pensions, average best single annuities and average 
appropriate rates, the over-representation in the sample of Oxford and Cambridge has 
been corrected. See paragraph 8. 



43. Before dealing with the reliability of these figures as a guide to 
the future, we would draw attention to the fact that the average percen- 
tages in the above table conceal wide variations in individual cases. 
Thus, in unsupplemented cases the average best single annuity was 97 
per cent, of the average notional pension, but this does not mean that in 
moa of these cases there was little difference between the effect of F.S.S.U. 
and that of a terminal-salary scheme. On the contrary, of the 64 unsupple- 
mented cases 13 had best single annuities exceeding their notional pensions 
by 20 per cent or more, and the same number had best single annuities 
less than their notional pensions by 20 per cent, or more. In only 22 out 
of the 64 cases were the best single annuities within 10 per cent, of the 
notional pension. These figures illustrate strikingly the importance of the 
question of principle discussed in paragraphs 33-35. 

44. The figures in Table HI are not a reliable guide to the way in which 
average benefits under present arrangements will compare, for those who 
retire in future, with average benefits under a terminal-salary scheme. 
Since the notional pensions of those who retired in the years 1953-1958 
are based on their average salaries during the last three years of their 
careers, they do not fully reflect even the 1954 salary revision, which 
increased salaries by about 17 per cent. ; still less do they reflect the 
1957 revision, which increased them by a further 16 per cent. By mid-1960 
the 1957 salary rates will be fully reflected in terminal salaries, but they 
will cause a much smaller proportionate increase in average F.S.S.U. 
benefits (owh^ to the wei^t which that scheme gives to the early part of 
the career) and they will not necessarily lead to any increase in the 
appropriate rates by reference to which the need for supplementation 
is determined. 

45. There are two other factors which distort the comparison between 
the notional pensions in Table III and benefits under F.S.S.U. The 
first is that the terminal-salary schemes in the public service field are 
modified in respect of the National Insurance retirement pension. There 
are various methods of effecting this, but in general an employee who 
serves for 40 years after 1948 has his occupational pension reduced at 
age 65 (60 for women) by 26s. a week, which was the original rate of 
retirement pension for a single person. For shorter periods of service this 
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abatement is reduced so that, for example, it is normally only 13s. a week 
where there are 20 years of service after 1948. There is a correspondmg 
reduction in contributions to the occupational scheme. (It will be noticed 
that the arrangement has not so far kept m line with st»c“ssive w^^ses 
in the National Insurance retirement pension which now stands at Ms a 
week for a single person.) This factor has not been allowed for in Table 
III The second factor is that the comparison takes no account of the 
fact that F S S U. members can apply more of their benefits to the pmchaw 
of annuities (now more lightly taxed 

terminal-salary schemes. We shall deal with the effect of these factors 
in more detail when we come to the second approach referred to in 
paragraph 41 in estimating the relative financial advantage of the two 
systems in future. 

46. Turning then to this second approach, which we prefer, the Govern- . 
ment Actuary has estimated for us the pensions which could be 
by means of assurance policies purchased year by year by means of the 
usual FS.S.U. contributions during hypothetical careers at up-to-date 
rates of salary. Each pension is expressed as a percentage of final salary,* 
which can then be compared with the percentage of final salary repretented 
by the pension obtainable under a terminal-salary scheme after a siinilar 
career In order to do this it has been necessary to make assumptions, 
particularly as to (a) the terms obtained from insurance offices, mcludmg 
rates of bonus, (6) ages of entry, (c) scales of salary progression m umyer- 
sity teaching service, and (d) general economic trends. The rates of prenuum 
and bonus chosen for the purpose of the examples given are intended to 
represent the terms offered by a typical insurance company, allowance 
having been made for the most recent improvement in the terms available 
to members of F.S.S.U. 

47. As regards age of entry, particulars were furnished to us of the 
actual policies of a 1 per cent, sample of members now in service for 
the purpose of estimating the net cost of giving credit for back service 
in a terminal-salary scheme. In th is sample the average age of entry of 
men was found to be 30f. but this average concealed a fairly wide spread. 
We therefore give examples with age of entry at 25 and 35, as represent- 
ing the age range within which most recruitment takes place. With inter- 
mediate ages pensions representing intermediate proportions of final salary 
would be earned by F.S.S.U. contributions. 

48. It is necessary to give examples not only for different ages of entry 
but also for different degrees of success in the profession. In Table XV 
below we have given examples which are intended to represent men who 
end their careers as Lecturers, Readers or Senior Lecturers, and Professors. 
For those entering at ages 25 and 35 we have assumed commencing salaries 
of £700 and £1,250 respectively. Assumptions have also to be made about 
the rate of promotion, and the precise percentages given in the mble 
depend on these asstimptions. As the rate of promotion may vary consider- 
ably in individual cases, these percentages should be r^ed upon only 
in comparing the effects of varying economic assumptions on the particular 

♦Sec note oo paragraiA 27. „ ^ . t 

t That of wcsien was 36, but the number of cases was too small for ths figure to be taKcn 
as sigaificsut. 
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case. Otherwise they should be regarded as giving only a broad general 
picture. 

49. As regards general economic trends, we have given figures related 
to three possible hypotheses, first, salary levels stationary, second, salaries 
increasing at an average rate of 2J per cent, a year, and third, salaries 
increasing at an average rate of 5 per cent, a year. The bonus rate assumed 
in the examples imder the first two hypotheses is 42s. 6d. per cent, a year, 
as this seems to represent a reasonable average of the rates declared 
during the last three or four years. The third hypothesis would probably 
imply general economic conditions in which an increase in the bonus rate 
might be expected, and we have therefore assumed a bonus rate of 60s. 
per cent, a year for this hypothesis. In using these hypotheses we express 
no opinion as to the probability or otherwise of the occurrence of any 
one of them. It is, of course, the policy of the Government to maintain 
the stability of the currency, but an increase of money incomes is not 
inconsistent with the stability of prices if the increase in incomes is not 
greater than the increase in productivity. Thus the second hypothesis at 
any rate does not imply any lack of success in the economic policy of the 
Government. 

50. In the following table the pensions purchasable by means of F.S.S.U. 
policies are expressed as percentages of final salary* for men retiring at 



Table IV 

Future benefits from F.S.S.U. in bypothetical cases 









Percentile ratio of pension purchased 
at age 65 to final salary 


Age of entry 

OJ 


Final 

salary^ 

(2) 


Type of 
Qsswcmce 
policy 
{with 
profits) 

(3) 


Salaries 
stationary; 
bonus rate 
42s. 6d. 
per cent, 

(4) 


Salaries 
rising by 
2i per cent. 

a year; 
bonus rate 
42s. 6d. 
per cent, 
(5) 


Salaries 
rising by 
5 per cent, 
a year; 
bonus rate 

60f. 

per cent. 
(6) 


25 


£ 

1,650 


Endowment 

Assurance 


97 


57 


44 


„ 25 


2,150 




85 


51 


40 


„ 25 


2,600 


Deferred 

Annuity 


89 


54 


42 


„ 25 


2,150 


87 


52 


41 


„ 35 


1,650 


Endowment 

Assurance 


70 


47 


38 


„ 35 


2,150 




66 


45 


36 


„ 35 


2,600 


Deferred 

Annuity 


70 


47 


38 


„ 35 


2,150 


67 


47 


37 



• See note on paragraph 27. 

t The final salaries shovra in this column would only be the actual salaries at retirement if 
salaries remained stationary: otherwise the actual salaries at retirement would be the final 
salaries shown in this column accumulated at 21 per cent, or 5 per cent, a year as the case 
may be. The percentages in the last three columns are percentages of actual final salary. 
Thus, to take the first line, the pension wouMbe 97 per cent of £1,650 in column (4); 57 pCT 
cent of £1,650 increased by 2i per cent, a yeir for 40 years in column t51, and 44 per c^ 
of £1,650 increased by 5 per cent, a year for 40 years in column (6). In the last four lines 
the period during which the salary rates are assumed to have increased is of course 30 years, 
and not 40 as in the first four lines. 
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aee 65 after various careers in various economic climates. The figure 
are “ gross ”, i.e., they represent the proportion which the {»nsion, with- 
out deduction of tax. would bear to the final salary*, also without deduc- 
tion of tax. No guaranteed benefit or widow’s annuity on death after 
commencement of pension is assumed. i.e.. it is assumed that sums Kceiv^ 
under contracts of endowment assurance are wholly applied to purchase 
annuities terminable on the member’s death, and that contracts for deferred 
annuities are also for annuities terminable on the death of the member. 
Conversion of the proceeds of endowment assurance policies at matunty 
into immediate annuities has been assumed to be effected at the rates 
gimrante ed to members of F.S.S.U. by the offices of the F.S.S.U. panel. 

51 The proportions given in the above table may be e-ompared with 
the proportions which the income obtainable from the benefits of a temmal- 
sala^ Kheme of the type discussed would bear to the final salary of a 
man serving under such a scheme. For this purpose we assume ftatf 
each year of his service he would receive a pension of one “ 

his teminal salary together with a lump sum of thr^ eightieths which he 
would apply to the purchase of a single life annmty. If salaries were incr a - 
ing as under the last two economic hypotheses, his average salai 7 for th 
}Ji three years of his career, on which his benefits woffid be 
be fractionally lower than his final salary, and this would reduce the 
proSrfon wMch his income would bear to bis final salary. The follows 
mwT gives the percentages which termmal-salary pensions on 
at age 65 would bear to final salaries m the various circumsitances illustrated 

in Table IV : 

Table V 

Terminal-salary pensions in hypothetical cases 



Percertiage ratio of pension at age 65 to final salary 



Age of entry {Final salary 
immaterial) 


Salaries 


Salaries rising 
by 2i per cent. 


Salaries rising 
by 5 per cent. 




stationary 


a year 


a year 


25 


65 


62 


60 


35 - 


48 


47 


45 



52. It Will be seen tnai u saianos ^ 

benefits derived from endowment assurances with profits or from 
annuities would represent a much higher proportion of final sala^l^ftM 
the benefits of a terminal-salary scheme, but this adva.ntage is first reduce 
and then reversed as increasing annual rates of sal^-mcre^ Me • 

The most interesting question is at what annual rate of salary-mcr 
the balancing point is reached at which F.S.S.U. ceases to ^ the mot 
favourable scheme and after which the advantage pass^ to the termma - 
salary scheme. On the figures in Tables IV and V ffie balanci^pomt 
would appear to come at an annual salary increase of about 2 p« lor 
younger^ants and 2J per cent, for older. The percentoges m the^ tables, 
however, take no account of the two factors referred to m paragraph 45. 

53 To take account of both these factors in every one of the hypothetical 
cases given in Table IV would require a most complex exposition, and it 
• See note on paragraph 27. 
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seems preferable in the interests of clarity to concentrate on the case in 
which a terminal-salary scheme appears at first sight to give the greatest 
advantage in a period of rising salaries, namely, the case of the man who 
retires after 40 years on a final salary of £2,150, the present maximum for 
most Readers and Senior Lecturers. Under the second economic assumption 
endowment assurance through F.S.S.U. gives him a “ pension ” of 51 per 
cent, or £1,097, while a terminal-salary scheme would give 62 per cent, or 
£1,333. The latter figure could only represent actual income in the case of a 
single man applying the whole of his lump sum (three eightieths) to the 
purchase of an annuity : similarly the former assumes that the whole of 
,the proceeds of the policy are applied to buying a single-life annuity. In 
considering the income-tax position it may be more realistic (and it avoids 
some complications) to assume that the terminal-salary pensioner does not 
use a lump sum of three eightieths in this way. If he is married he cannot, 
as terminal-salary schemes withhold part of it towards the cost of providing 
for his widow. We have assumed, therefore, that his only income from the 
scheme for tax purposes is his pension. The pension itself may be taken in 
any case as fifty sixty-fifths of total benefits.* In the case we have selected 
this will be £1,025 (fifty sixty-fifths of £1,333) from which we have to deduct 
£68 in respect of National Insurance pension, leaving £957. We must then 
assume that the F.S.S.U. pensioner also converts into an aimuity only 
fifty sixty-fifths of his benefit. Since the terminal-salary pension ceases on 
the pensioner’s death, the FiS.S.U. pensioner’s annuity must be assumed for 
comparability to be a single one, and he must be assumed, if married, to 
provide for his widow from that part of his benefit which he does not apply 
to the purchase of this annuity. If the annuity is a single one, it wdl be 
£844 (fifty sixty-fifths of £1,097) and if he is 65 when he buys it, 70 per cent 
will be treated for tax purposes as a capital repayment. 

54. In the following table we have set out in parallel colunms the tax 
liability of the two hypothetical pensioners. The F.S.S.U. pensioner’s income 

Table VI 

Income tax payable by two hypothetical pensioners 







Terminal 








Salary 


F.S.S.U. 






£ 


£ 


Pension or purchased annuity 




957 


844 


i.ca'j allowance for capital eluent (7/IOths) 




_ 


591 


Add National Insurance Pension 




957 

208 

1,165 


253 

208 

461 


Deduct 


£ 


Personal allowance 


240 






Age or earned income allowance (2/9t^) 


259 








— 


499 




Taxable income 




666 




Tax payable (to nearest £) 




203 


9t 



* This proportion is amved at as follows. When the member’s salary has not risen in 
the l^t three years of his service, as under the first economic assumption, pension k fcffty 
eightieths i.e., 50 per cent, of his finai salary. Under the same assumption the total benefits 
are 65 per cent, of his toal salary. The proportion of pension to total benefits is thet^ore 
50:65 and this proportion holds good whatever assumption is made about salary increases. 

t The amount of tax in this case is governed by Section 13 of the Finance Act, 1957, whki 
provides relief for persons over age 65 with small incomes. But for that section the amount 
oftaxwouldbefiS, calculated in the same manner as the tax on the terminal-salary pensioner. 
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is derived from an annuity purchased with benefits received m cash, and 
70 per cent, of it is therefore allowed as a capital repayment. The tenn^l- 
salary pensioner enjoys no corresponding allowance on his pension. Both 
pensioners are assumed to be married and to receive National Insurance 
pensions at the married rate. Thus although the income before tax of the 
terminal-salary pensioner is greater by £113 than that of the F.S.S.U. pen- 
sioner his tax is heavier by £194, so that the F.S.S.U. pensioner ends wuth 
a net advantage of £81. Similar calculations on the third economic assumption 
give the terminal-salary pensioner an advantage of £262 before tax, which 
is reduced to £70 after tax. 

55 It may be said that even if it were possible to assume the indefinite 
continuance of the present income-tax rates and structure, these calculation 
would be invalidated by the fact that under the second and third economic 
hypotheses the final salaries will not be £2,150 but £2,150 pin 2J per cmt. 
or 5 per cent, a year compound for 40 years. But if salaries rise in this 
wav as part of a general change in economic conditions, it is not unrenM- 
able to assume that the amounts of the National Insurance pension, of the 
income-tax personal allowance, and of the bands of income toed at rate 
lower than the standard rate, will also be affected. What we have, m effect 
done is to show what the relative burden of tax on the two hyimtheUcal 
pensioners would be if all these amounts, and also the amount of income 
above which surtax becomes chargeable, were increased pan passu with the 
eeneial level of salaries. This should be regarded simply as a convement 
assumption, and not as implying that we expect any close correspondence 
between changes in income tax and changes in salaries. 

56 This comparison has been confined, in the interests^ of simplicity, 
to a single but perhaps not untypical case. A full and precise compari^n 
would not only have to deal with other cases of retirement at age 65, 
but also with the benefits (gross and net) payable on ^casions other than 
retirement at age 65, such as retirement at later ages (the general effect of 
which is dealt with in the next paragraph), premature ill-health retirement 
at various ages (better in terminal-salary arrangements), death m servi« at 
various ages (commonly better in F.S.S.U. if the member opts for endow- 
ment assurance), death after going on pension, and wi&drawal at various 
ages. Moreover, the above comparison has been limited to be^t^and a 
full comparison would have to evaluate contributions as well. The teuUing 
complex!^ would not be worth while, because the assumptions that have 
to be made about future trends and changes are far too speculative 
for any figures to have precise validity. But the figures show that 
the balancing point, at which F.SlS.U. tenofits cease to be more favourable 
than terminal-salary benefits, comes at a higher rate of anniral sala^- 
increasc than would appear from *he figures in Tables FV and V. At what 
rate of annual salary-increase the balancing .point comes is a highly 
speculative matter, owing to the number of hypotheses involved, but it may 
come somewhere between the second and third economic assumptions. 

57. One other factor needs to be mentioned, of which the effect is tes 
speculative. In the examples which we have given we have assumed retire- 
ment at age 65, and that was the actnal age at which the great majority of 
retirements took place in the years 1953-1958. Later ages of retirement, 
however, are becoming by no means uncommon. In the Scottish umversities 
the age of retirement is 70 for Professors and at the University of Aberdeen 
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the same age of retirement extends to other grades. In England and Wales 
retirement later than age 65 has hitherto been exceptional, but now the 
Universities of Cambridge, London, Manchester, and Oxford have introduced 
retirement at age 67. Generally speaking, retirement at a later age produces 
a greater increase in F.S.S.U. benefits than in terminal-salary benefits. 
To postpone retirement under F.S.S.U. means both that there is a larger 
sum with which to purchase an annuity, and aiso that the annuity rate will 
be more favourable, and these two effects are cumulative. We have seen 
examples in which the postponement of retirement from 65 to 67 after 
careers of over 30 years resulted in increases in cash benefits ranging from 
12 per cent, to 21 per cent, and in annuity benefits ranging from 22 per 
cent, to 31 per cent. Under a terminal-salary scheme, postponement of 
retirement from 65 to 67 after a career of 30 years without an increase of 
salary during the period of postponement would add 6§ per cent, to the 
pension and (allowing for the more favourable rate at which an annuity 
could be purchased) about 15 per cent, to the annuity purchasable with the 
lump sum ; with a career of 40 years the effect would be proportionately 
smaller. 

Differences in administrafive arrangements 

58. We have explained in paragraph 6 that the Central Council of 
F5.S.U. is not concerned with financial administration, since the scheme 
involves no pooling of financial resources between the Insurance Offices 
participating in the scheme, each of which is responsible for its own finance 
and carries out the administrative work concerned with its own policies. 
A terminal-salary scheme necessarily involves a general -pooling of financial 
resources, and we think that under such a scheme contributions would have 
to be paid to and invested by a body of trustees, who would also assess 
and pay the benefits in each individual case. Such a body would carry 
greater responsibility and wield much greater powers than the Central 
Council of F.S.S.U. It would have to be a legal person capable of suing 
and being sued, and it would require a considerable staff. We have not 
thought it right to delay our report in order to work out the constitution of 
such a body or to estimate what staff it might require. There is no question 
but that the launching of a terminal-salary scheme would be quite a 
formidable undertaking, and there are probably a number of legal and 
administrative problems which would require to be solved, but we do not 
believe that there are any which the universities would be incapable of 
solving. 

59. We have not overlooked the possible alternative that contributions 
might be paid into the Exchequer and ibenefi-ts paid out of moneys voted by 
Parliament. In this case the fund would be a notional one, and no managing 
body would need -to be set up. Such an arrangement, however, would require 
legislation. It would not really reduce the surrender of institutional 
autonomy involved. It would merely transfer to a government department 
the powers and responsibilities of the trustees, and turn retired university 
teachers into pensioners of the state. Such an arrangement seems to us to 
have little advantage over the creation of a 'body of trustees with the powers 
we envisage, and to be open to objections of its own on which we need not 
enlarge. 
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Difference in relation to the national scheme of graduated pensions 
introdnced by the National Insurance Act, 1959 

60. The present scheme of national insurance pensions provides, in return 
for flat-rate contributions, flat-rate pensions from age 65 for men and 60 for 
women. For a single person the weekly pension is no-w normally 50s. ; for 
a married man it is 80s. For employees earning over £9 a week the new 
scheme provides additional pensions in return for additional contributions. 
These additional pensions and contributions are graduated according to 
earnings. For those with weekly earnings of £9 or less there are neither 
additional pensions nor additional contributions (indeed the contributions 
at this level of earnings are lower than under the existing national insurance 
scheme). Thereafter the amount of the additional contribution rises, as 
weekly earnings rise, to a maximum of 10s. 2d. a week, equally divisible 
between employee and employer, the maximum being reached where the 
earnings are £15 a week or more ; and the amount of the additional pension 
rises correspondingly to maxima of 41s. 6d. a week for men and 31s. for 
women. These 'maxima are also related to earnings of £15 or more a week, 
but will only be attained by those who enter the scheme at age 18. Entrants 
at later ages become entitled to pensions of lesser amounts than those who 
enter at age 18. The new Act enables the employer of any group of 
employees which is covered by an adequate scheme to contract out of the 
new national scheme. In order to do so he must show, inter alia, that the 
occupational scheme provides pension benefits on the whole as favourable 
as the new national scheme. 

61. The difference to which we now draw attention between F.S.S.U. 
and a terminal-salary scheme is that, whereas a terminal-salary scheme 
would probably satisfy the conditions for contracting out, F.S.S.U. as now 
constituted does not do so. The main reason for this is that, since under 
F.S.S.U. the whole of the benefits may be taken in cash, it does not neces- 
sarily provide a pension at all. The matter was specifically considered by 
the Government, who did not feel able to ask Parliament to extend the 
option of contracting out to a scheme of which the benefits were wholly 
commutable into cash. In announcing this decision in Standing Committee 
A of the House of Commons on 16th April 1959 (Official Report Columns 
953-4) the Minister added that the Board of Inland Revenue, who have not 
in general been willing to approve amendments to F.S.S.U., had assured 
him that amendment of F.S.S.U. to the extent necessary to make it comply 
with the conditions for contracting out would not be regarded as a reason 
for refusing approval of the scheme for tax purposes. 

62. There are various respects in which F.S.S.U. might need amendment 
in order to satisfy the statutory conditions for contracting out. Any amend- 
ment of an existing F.S.S.U. agreement between an individual and his 
employer would require the concurrence of both parties ; but future agree- 
ments could be drafted to meet the requirements of contracting out. The 
main amendment would be that the retirement benefit would have to include 
an uiKXjmmutaHe pension equal to the maximum graduated additions 
to the national insurance pension for the corresponding period of service 
(i.e.. about lOJd. a week for men and 9d. for women for each year of 
service). The efferSs of this would be, first, that so much of the capital 
value of the FJS.S.U. retirement benefits as would be required to provide 
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that pension would no longer be available to be drawn as a lump sum; 
and secondly, that the income-tax concession m favour of purchased 
annuities, referred to in paragraph 39. would be educed m value corre- 
spondingly, so that the net value after tax of the F.S.S.U. benefits would 
be reduced to some extent. 

63. We understand that the Central Council of the F.S.S.U. are now 
seeking the views of institutions belonging to the scheme on the question 
whether it would be better to pay the additional graduated contributions 
under the 1959 Act, or whether that additional charge should be avoided, 
either by making the necessary amendments to F.S.S.U. agreements for 
the staff to be contracted out, or by reducing F-S-S.U. contributions in such 
a way as to offset, as far as possible, the additional cost of contributions 
under the 1959 Act. None of these courses is without difficulties. For 
instance, at the normal leval of earnings in university employment, the nw 
national insurance contribution payable by a participant m the graduated 
scheme will be higher than if his employment had been contracted out. And 
we understand that if it were desired to reduce F.S.S.U. contributions to 
offset the cost of the national insurance contributions, the consequent 
reduction in F.S.S.U. benefi,t would usually be greater than the national 
insurance benefit (assuming again the normal level of earnings m university 
employment). 

64. We do not think we can usefully express any views on the relative 
advantages of these various courses, but it may be worth saying that, as 
it would noit, in our view, be practicable to introduce a terminal-salary 
scheme by the time that the Act of 1959 is expected to come into eff^ 
(April 1961), the prospect of such a scheme does not offer a possibility 
of avoiding a decision on the problems set by the 1959 Act, though it may 
affect the way in which those problems are solved. 
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A POSSIBLE TERMINAL-SALARY SCHEME 
FOR UNIVERSITIES 



Benefits 

65. The assessment of the contributions required for a terminal-salary 
scheme for universities necessitated an outline of a possible scheme framed 
with rather more precision than the general account of such schemes given 
in paragraph 23 et seq, and such an outline is also necessary if the univepiti^ 
are to have a cleat picture of the alternative to F.S.S.U. This outline is 
given as Appendix H. The benefits which it provides, subject to certain 
qualifications as to family benefits with which we shall deal, are at least 
as good as those which may be found in the generality of schemes applying 
to comparable groups in the public sector. They fall short, however, in 
certain respects of desiderata laid before us by the Association of 
University Teachers. Examination of the outline scheme has focused our 
attention on certain difficult points. 

66. One important point of difficulty is the age of retirement. Under 
F.S.S.U. a member can retire at age 60. Though some long-established 
superannuation schemes in the public sector, including that tor the Civil 
Service, allow retirement at age 60, in all recent schemes with minor 
exceptions the minimum age of retirement is 65 for men and 60 for women. 
Retirement with immediate pension before these ages is only possible on 
proof of incapacity from ill-health. A differentiation between the sexes in 
conditions of service would not, we think, be welcomed in the universities, 
and we have therefore considered the matter on the basis that the same 
age should apply to both sexes.* Retirement before 65 is the exception in 
the universities, but it is not so exceptional that retirement at age 60 would 
not have an important effect on the contributions required to support the 
scheme. Of the 253 retirements between 1953 and 1958 of which we have 
particulars, 214 (85 per cent.) took place at age 65 or later, 38 at ages 60-64, 
and one earlier. (It is of course possible that some of the 38 could have 
produced proof of incapacity had it been necessary for them to do so.) 
The recent tendency, both in the universities and elsewhere, has been 
towards later retirement. This does no more than reflect the increased 
expectation of life and the desire of most people to stay at work until a 
later age. From a national point of view the increase in the proportion of 
the population which survives into the sixties makes it desirable to limit 
early retirement if the burden on the working members of the population 
is not to be excessive. Under terminal-salary schemes any member whose 
health breaks down can retire with an immediate pension if he has the 
minimum period of qualifying service (paragraph 5 of Appendix II) and it is 

• Our attention has, however, been drawn to the fact that if h were desired to contract 
members of a temtinal-salaiy scheme out of the national scheme of graduated penaoiK 
refrarcd to in paragraph 60, women members would have to have a right under the tennin^- 
salaiy scheme to some benefit on retirement at any age from 60 onwar^. That ben^t 
would have to be ^uivakmt at least to the maximum graduated natkmal insurance pemion 
vrfiich they would have had if they bad paiticii^ted in the national graduated scheme with 
earnings £15 a we^, i.e., a peision of 3Is. a week fra" an entrant at age 18 and of lesser 
amount for an c^der entrant. 
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also proposed (paragraph 12 of Appendix II) that a member who leaves 
university service at age 55 or later shall have an unconditional right to 
receive at age 65 the pension earned by his service up to the date of his 
resignation. In these circumstances we do not think that universities would 
wish to press for a minimum age of retirement below 65 for either sex in 
a new terminal-salary scheme. 

67. We have felt greater concern over the position of the married man. 
The underlying question of principle is whether the employer who sets 
up a superannuation scheme for a group of employees not subject to 
special occupational risks should incur a heavier liability m r^pect of 
the married man than he incurs in respect of the unmarried employee in 
order to provide the former with family benefits without abating the other 
benefits which he has in common with the latter. In F.S.S.U. the contribution 
paid by the institution is unaffected by the members’ marit^ status, so 
that the cost of providing for a widow falls in effert on the husband. 
There is no complete consistency between the schemes in the public sector 
which we have taken as our field of comparison. That sector may ^ divided 
into two. First, there are the public services, in respect of which the charges 
falling on the employer are met in whole or part, directly or indirectly, 
from moneys voted by Parliament. Secondly, there are the nationalised 
industries which the responsible authorities are under a statutory obligation 
to manage on a self-supporting basis. Even in the first of these fields, for 
which Governmental and Parliamentary responsibility are at their highest, 
the position is not uniform. We give, in Appendix IH, a note on the provi- 
sion for family benefits in the various schemes in the pubhc sector. 

68. Benefits for widows and dependants are a comparatively recent inno- 
vation in superannuation schemes. The introduction of such benefits in the 
public services became an important issue in relation to certain schemes 
where the employers were local authorities, the central government bemg 
only concerned at one remove. These employers were unwilling that any 
family benefits should result in an increase in their contributions, and it 
was not considered that the burden could be placed on the unmarn^. 
Accordingly these benefits could only be introduced at the cost of the 
married man, and the means adopted of placing the cost on him was to 
reduce his lump sum to one third of that of the yarned person Ae 
reduction of two thirds being broadly equivalent is the cost of the widows 
benefits. When such benefits had previously been extended on a conttibu- 
torv basis to the Civil Service, the Government agreed to meet half tlie 
cost in consideration of the fact that civil-service supemnnuation arrange- 
ments had up till then been non-contributory. Thus for toe civil servant who 
elected to pay for his family benefits by a deduction from his 
toe deduction was limited to one third. When the Atomic Energy Autoon y 
was set up, the great majority of the staff transferred to it were civil servants 
who had been given a guarantee that their superannuation rights would be 
fully preserved, and this had an important influence m the decisions tom 
one half of toe cost of family benefits in toe Atomic Energy A.utoonty 
scheme should fall on toe general finances of the scheme, and *at to 
employee’s contribution should be paid by toe reduction of lump-sum ten^ 
fits V one third, as in the CivU Service. In other pubhc service schema 
toe Government have maintained the principle that family benefits can 
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only be provided at the expense of the married man, and we are satisfied 
that there is no prospect that the Government would be willing to reverse 
this policy in any superannuation scheme for universities. 

69. We have therefore framed the outline of the terminal-salary scheme 
for universities on the basis that no additional liability in respect of the 
married man, whether in respect of past or future service, will fall on the 
institution. The simplest way for the married man to meet the cost of family 
benefits would be that adopted in the Local Government Officers’ and 
National Health Service schemes, namely, the reduction by two thirds of 
the lump sum payable on retirement to the married man. It seems to us, 
however, that, while a lump sum for married men equal to two years’ 
pension (i.e., a reduction of one third) might be acceptable in the universi- 
ties, a lump sum of only one year’s pension would not be found satisfac- 
tory. We have therefore proceeded on the assumption that while half the 
cost of family benefits can be found by reduction of the married man’s 
lump sum, the other half would have to be found in some other way. The 
problem was not easy. The solution which seemed to us best to meet the 
difficulties has been included in the outline of the scheme (Appendix II 
paragraphs 15 (b), 16 and 17). We analyse in a separate note (Appendix IV) 
the questions which arise, in order to show the reasoning which led us to 
the solution included in the outline, but we should prefer this solution to 
be regarded as one example from a number of possibilities. If the univer- 
sities were to decide to embark on a terminal-salary scheme, we think that 
this aspect of the problem might weM repay further study by the body estab- 
lished to prepare the scheme. 

70. Other points on which the Association of University Teachers have 
said that a scheme for universities should improve upon that for the Atomic 
Energy Authority are that widows’ pensions should be much higher and 
that andllary benefits should be available in full after five years’ service 
or even less. On these matters there is little we can add to what we have 
said in paragraph 65. These improvements would add to the cos-t of the 
scheme, and set new standards which might then have to be extended 
through the public-service field. 

Contribations 

71. If the terminal-salary scheme outlined in Appendix II were initiated 
only for those entering university service at or after its inception, the con- 
tribution requited would be 12 per cent, of current salary (however divided 
between institution and member) on the assumptions that the invested 
funds earned interest at 3J per cent, and that the level of salaries remained 
constant (This contributicHi is excluave of the additional contribution which 
would be payable by men only if our suggestions for financing family bene- 
fits were adopted.) Further finance, however, would be required (a) if exist- 
ing members of university staffs were to be brought into the scheme and (6) 
if the level of salaries were to rise. 

72. The first question which will be asked by any member of staff invited 
to enter a new terminal-salary scheme is whether credit will be given for 
his past service in assessing the number of years on which his benefit will 
be calculated. It must, Imwever, first be pointed out that, even if no credit 
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were given for past service, existing staff would still represent a dispro- 
portionate charge on a scheme in which benefits were related to terminal 
salary, because contributions paid during the rmnaining years of their ser- 
vice at rates appropriate to those entering the scheme at the beginning of 
their careers would not be sufficient to pay for the benefits due in respect 
of those years. If all existing members of university staffs were to join the new 
scheme, the total liability due to this factor as at 31st December 1958 is 
estimated at a capital sum of £l-9m. for a total full-time staff of nearly 
12,000. This iliability is known to actuaries as “ the initial liability ” and we 
shall use that term in this sense. 

73. As regards back service, we have assumed that every member of 
F.S.S.U. transferring to the new scheme would be willing to surrender his 
F.S.S.U. policies to the extent necessary to buy in his back service, and 
there would of course be no question of giving him less credit for back 
service than the value of his surrendered policies would pay for. In order 
to ascertain the extent to which the value of the F.S.S.U. policies of exist- 
ing staff would enable credit to be given for back service without further 
finance, we obtained with the cooperation of the universities, of the mem- 
bers of staff concerned, and of the offices with which they are insured, 
particulars of the policies held by a representative 1 per cent, sample of 
university staffs. 

74. The capital cost of granting full back-service credit for all past 
university service in F.S.S.U., on the basis of 1957-58 salaries and on the 
assumption that all who are eligible join the new scheme, is estimated at 
£38-4m., in addition to the initial liability of £l-9m. The estimated value 
to the scheme of the F.S.S.U. policies, if these ate handed over to the fullest 
extent necessary and no further premiums are paid on ffiem, is about £26-4m. 
The length of back-service credit equivalent to the value of the available 
policies in individual cases varies generally from about 50 per cent, to 
about 80 per cent, of the total length of university service under F.S.S.U. The 
total net cost of bringing existing members of staff into the new scheme 
and crediting in full their past univemity service in F.S.S.U. is thus £13-9m., 
including the initial liability. 

75. The mcne usual way of meeting such a liability would be by means 
of a fixed annual charge over a number of years. In the present case the 
annual charge required over a period of 20 years is estimated at £940,000 
on the basis of 1957-58 numbers and salaries, and on the assumption that 
all eligible members join the scheme. We understand that the Government 
would be wflling subject to the authority of Parliament, to assess the total 
provision to be made for recurrent grant to universities after the intro- 
duction of the scheme on the basis that the universities would between 
them have to find the amount of this charge. Some convenient means 
would, therefore, have to be found for apportioning this charge between 
the universities. One way of doing this would be to assess an additional 
percentage which would yield the required amount. £940,000 would be 
equivalent to 5-2 per cent, of the 1957-58 full-time salary roll. The salary 
roll will of course increase as the universities expand. £940,000 would be 
equivalent to about 4 per cent, of a full-time salary roll increased by 30 per 
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cent., a state of affairs which will probably be reached in 10 years’ time, 
if not earlier. 

76 It is also necessary to consider the contingency that the genera 
level of salaries will continue to rise. This would, of course. Produce a 
deficiency unless provision were made to meet it, and the Association 
University Teachers have represented to us that the scale of supplementa- 
tion or subsidy necessary to provide pensions in accordance with current 
living standards should be written into the scheme from the start. If this 
were done by assuming a hypothetical rate of salary increase, and raismg 
the level of contributions to the extent necessary to prevent it from causing 
a deficiency, the annual cost of superannuation would rise considerably 
above the present level. Thus, if an annual increase of 2 per cent, m the 
general level of salaries were assumed, the 12 per cent, contribution needed 
to finance the benefits of new entrants, without any provision for the 
additional cost of admitting existing members of staff, would become 17 per 
cent. There is considerable objection to this course. None of the existing 
contributory schemes in the public sector are financed by contributions 
which assume a future increase in salary levels. In general, future economic 
trends cannot be foreseen with sufficient confidence to justify makmg 
specific allowance for their effects in planning the finances of superannua- 
tion schemes. It is the considered policy of the Government to deal with 
the situation disclosed by each periodic actuarial valuation as it arises ; 
that is, to attend to the effects of economic developments shortly after 
they have occurred rather than before they have come into play. This 
is the only practice consistent with the attitude of Parliament where 
public money is involved. 



77. The only other way of making provision would be by a Govern- 
ment guarantee that they will take the necessary steps from time to time to 
ensure the solvency of the scheme without raising the contributions of 
members above a stated pe-rcentage of their salaries. We have carefully 
considered this possibility. A guarantee of tiiis character has already 
been given in the Teachers Superannuation Act. 1956, which ensures the 
continuance of present arrangements on the basis of contributions not 
exceeding 6 per cent, of salary from the teachers themselves. A similar 
guarantee in connection with a scheme for university teachers could only 
be given by legislation, which would have to prescribe in detail the 
scheme to which the guarantee attached. 

78. It will be seen from what has been said in paragraphs 11 to 75 
that the level of contributions required to finance the scheme, including 
the initial liability and cost of granting full back-service credit to initial 
entrants, but exclusive of any additional contribution payable by men for 
family benefits, will be equivalent in the aggregate to just over 17 per cent, 
of salaries when the scheme is introduced. If salaries were to remain at 
their present level, the level of contributions would first fall slowly as the 
number of university teachers rose, perhaps to 16 per cent in 10 years’ 
time, and then, after 20 years, when the back-service liability had been 
worked off, it would drop to 12 per cent. But we think that it would 
be generally agreed that there is no real probabUity that the scheme 
will ever run on a contribution of only 12 pet cent As was said m 
paragraph 76. the contribution needed to finance the benefits of new 
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entrants if an annual increase of 2 per cent, in salary levels were 
assumed would be 17 per cent. ; and this provides nothing for the 

5 liability and the back-service charge, the estimated amoun^ o 

which would also be affected by an increase_ m ^ 

of the scheme would be subject to actuarial review at five-year^ 
when the aggregate amount of the annual 

be reassessed, taking into account any increases of salary “d 
changes since the last review. It would be idle to speculate now what the 
effecf of future actuarial reviews will be. but if the scheme is launc ^ 
on the basis of contributions amounting to 17 pet cent. ^ 

a subsequent increase in the level of contributions seems at least as probable 

as a reduction. . j. -j 

79. This is the background against which the amount of the mdividual 
member’s contribution has to be considered. In all the circumstmces we 
think that the scheme would have to be launched on the basis of a con- 
tribution from the individual member of 6 per cent. ^ 

additional contribution payable by men for family benefits. At first sight 

6 per cent, would be an increase, but it must be remembered that the 
6 per cent, contribution (and any additional contribution for family benefits) 
would be a deduction from income for both income-tax and _ surtax 
purposes, whereas the present 5 pet cent. F.S.S.U. contribution ranks in p^, 
Md for income tax relief only: it does not rank for surtax relief. A lowmg 
for this the real cost of a 6 per cent, contribution to a termmal-salary 
scheme, in the case of a person whose marginal income is subject to mcome 
tax at the standard rate, is less by a few shillings than that of the 5 per 
cent FS.S.U. contribution. Where surtax was payable there would be a 
further gain. Moreover, the 6 per cent, contribution would be abated, by 
Is. 2d. a week (£3 Os. 8d. a year) in the case of men and by Is. 4d. a 
week (£3 9s. 4d. a year) in the case of women, in order to take account 
of the modification of terminal-salary pensions in respect of National 
Insurance retirement pensions (see paragraph 45). It will naturafiy be 
asked what assurance can be given that the 6 per cent, contribution will 
not be raised, or benefits reduced, in the event of a deficiency. We have 
already explained that a legally binding guarantee could only be given 
by legislation as part of a statutory scheme. But deficiencies have arisen 
since the war in other comparable schemes in the public sector, and have 
been met without either a reduction in benefits or an increase in the 
employee’s contribution above 6 per cent. 



Scope 

80. The scheme has been designed for full-time teaching staff and other 
full-time university officers of comparable status. We recognise that 
problems would arise in the application of the scheme to part-time staff, 
some of whom might have to be dealt with in other ways, but we do not 
think that these problems are likely to be so difficult as to stand m the 
way of the adoption of the scheme if it were considered desirable from 
other points of view, and we have not therefore thought it right to delay 
our report in order to explore them. As regards the institutions to be 
covered, we are concerned, strictly speaking, only with those university 
institutions in Great Britain which participate in the Treasury grant. As 
stated in paragraph 3, F.S.S.U. includes a number of other institutions, of 
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which some are university institutions and others are not. We see no 
Reason why any institution in the United Kingdom which now belongs to 
FSSU should not adhere to the new scheme, provided that it is under- 
sto;^ that the Government’s offer (paragraph 75) to take account of the 
initial liability and back-service charge in assessing future recurrent ^ante 
to universities^ applies only to the liability and charge in/f 
S institutions which participate in that grant. Any mit.al hability and 
back-service charge in respect of members of any other institution propos- 
L to join the scheme would have to be separately assessed and paid for 
The decision whether to join the scheme would be one for each ’“Utution 
to take for itself, but it seems to us, for reasons with which we shall deal 
later that the introduction of the new scheme would be practicable only 
if there were unanimity, or something very near to it, at least among the 
university institutions which participate m Treasury ^nt. From ftis 
point of view it would be important that the Queen s University, Belfast, 
S receives its grant from the Government of Northern Ireland should 
also adhere to the scheme. We should see no difficulty in their adherence 
if that University and the Government of Northern Ireland thought it 
desirable There are, however, very serious difficulties when it comes to 
i^titutions outside the United Kingdom. There are five university i^titu- 
tions outside the United Kingdom which belong to F.S.S.U., namely, Ghana 
University College, Ibadan University College, Makerere Colkge (all m 
Africa), the Royal University, Malta, and the University College of the 
West Indies. We shall explain these difficulties m dealmg with the 
arrangements for transfer, to which we now turn. 

Transfers 

81 Under F.S.S.U. movement of staff between institutions withm the 
system takes place without any detriment to the member’s su^rannuation 
^ition, *e normal arrangement bemg that the polici^ held » lus 
bSalf are assigned by the institution which he is leavmg “ ^ 

is going Similarly, if the member leaves the system altogether, he can 
normally take his policies with him, and if he goes to “ 

which he becomes a member of a superannuation scheme, and “ 
employer is prepared to give him credit in the new ^heme for back 
service at least equivalent to the value of his pohcies, those policies can 
be assigned to the new employer. If the scheme to which he ttansfers is o 
the terminal-salary type the policies may be tetained by 
the service to which they relate being then aUowed to qualify, But not 
to reckon, for benefit under the scheme to which he transfer^t is 
important in the interests of the universities, as w^ ^ in tbo^ ot 
individual members, that movement of staff should be facilimted, ^ 

among the universities themselves, but also between universities and offier 
organisations, and we have therefore considered carefully what the^siUon 
might be under a terminal-salary scheme. The arrangemrats which w 
envisage are set out in the outline (Appendix H). Their effect would be 
broadly: 

(a) to allow transfer to other employment without loss of pension, at 

the discretion of the trustees (paragraph 21) ; and 

(b) to give members aged 55 and over unrestricted freedom to leave 

university employment, whether or not for other employment, 
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retaining the pension rights accrued to the date of resignation 
(paragraph 12). 

These arrangements would in our view be satisfactory ra far as concerns 
transfers within the United Kingdom, but transfers outside that area give 
rise to difiScult problems. 

82. One most desirable form of transfer is the movement of iiniversity staff 
between institutions in the United Kingdom and institutions in other parts 
of the Commonwealth. The importance attached by the United Kingdom 
and other Commonwealth Governments to cooperation in education within 
the Commonwealth led to the recent Commonwealth Education Conference, 
of which the report has been published (Cmnd. 841). That report stresses 
the need for university staffs in this country to make the greatest possible 
contribution to education in other parts of the Commonwealth. It recognises 
that members of staff cannot be expected to undertake service overseas 
unless they can do so without detriment to their superannuation position. 
It recommends that the steps to be taken to facilitate service of teachers 
(i.e., both school and university teachers) abroad should include safeguarding 
their interests in the matter of, inter alia, superannuation. It refers particularly 
to the development of reciprocal pension schemes and the liberal extension, 
where at present limited, of the periods of service abroad which may 
be treated as contributory service. The transfer arrangements of F.S.S.U 
comply with this recommendation, since a member who goes to an institu- 
tion overseas can take his policies with him, and he suffers no loss of 
superannuation rights in respect of his previous service, whether or not 
he eventually returns to this country. 

83. If a terminal-salary scheme were set up for universities, the fund on 
which it was based would require the approval of the Board of Inland 
Revenue under Section 379 of the Income Tax Act, 1952, We have been 
advised by the Board that the staff of institutions outside the United King- 
dom could not be covered by a fund so approved, and that, if a separate 
fund were set up for such institutions, there could be no transfer-value 
payments to that fund from the United Kingdom fund. This means that 
university institutions outside the United Kingdom could not, in any useful 
sense, join a terminal-salary scheme set up in this country. The overseas 
institutions now in F.S.S.U. would no doubt remain in diat scheme. 

84. It follows that if, after a terminal-salary scheme had been introduced, 
a member of an institution in the United Kingdom accepted a university 
appointment overseas, he could only obtain in respect of his university 
service to date; 

(а) if that service were under 10 years, a refund of his own contributions, 

with interest ; 

(б) if that service were 10 years or more, a “ frozen ” pension based on 
his average salary for the last three years of his service before 
transfer ; or 

(c) a sum certified by the actuary as appropriate which could be applied 
only to a non-assignable and non-oommutable aimuity payable at 
minimum pension age. 

If he subsequently returned to a university appointment in the United 
Kingdom his previous home service could be counted under the United 
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Kingdom scheme (subject to the refund with interest of any payment at (a) 
or the handing-over of the policy at (c)) and the policies or tramfer values 
which he would bring with him in respect of his years abroad should malce 
a reasonable provision for those years. But there could be no certamty 
that he would so return, and if he did not, his previous hcMne service womd 
give him rights which would be less valuable than the righ^ which that 
service would have given him if he had remained in the United Kingdom 
scheme. 

85. We have examined the arrangements for external service in the 
Teachers (Superannuation) Acts in order to see wheflier they provide any 
helpful analogy. A teacher who transfers to certain forms of approved 
external service can receive, when he retires, bratefit in reqjeot of his toching 
service before transfer based, not on his salary as a teacher at the time of 
transfer, but on his salary at the end of his approved external service. Such 
an arrangement would be satisfactory if it were available, but the only 
forms of external service to which it applies, in the case of teadiers, are 
in the United Kingdom ; and the Board of Inland Revenue have advised 
us that .they could not approve the application to service overseas of an 
arrangement which would base pension in respect of pre-tiansfer service 
on a salary higher than that which was being received at the time of transfer. 
The Teachers (Superannuation) Acts also authorise what is known as the 
“intervals arrangement” for a teacher who undertakes other employment 
for a limited period (normally not more than five years). Under this arrange- 
ment he can continue to pay his own and the employer’s contribution to 
the teachers’ scheme, so that when he returns the whole of his career, 
including the “ interval ”, will be reckonable for pension under the Teachers 
(Superannuation) Acts. There would be some difficulties in applying such 
arrangements to university teachers, and it has been suggested to us that 
a similar result might be secured by allowing a university teacher to purchase 
an increased pension under the United Kingdom scheme by paying 
increased contributions after his return. Any such arrangement, however, 
presupposes that he will return. In many cases where a university teacher 
has the opportunity to take an appointment in an institution overseas, 
there is no assurance that he will be able to resume his career in the 
United Kingdom. These are the cases about which we are most seriously 
concerned. No arrangement has been suggested, and under existing income- 
tax rules none seems possible, by which a university teacher in a terminal- 
salary scheme who was offered an appointment overseas from which he 
might not return could accept that appointment without running the risk 
that, if he did not return, the pension (if any) which he would receive in 
respect of his university service in this country would be smaller than it 
would have been if he had remained in this country. For this reason we 
fear that the introduction of a terminal-salary scheme for universities in 
the United Kii^mn mi^t make it more difficult fix institulions in other 
parts of the Commonwealth to recruit staff in this country. In these circum- 
stances the universities might well consider that, since a terminal-salary 
scheme would have this effect, they could not embark upon one, and so 
frustrate the policy advocated by the Commonwealth Education Conference, 
a policy which the universities themselves have always attempted to follow. 
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Options 

86. We think that any member of the staff of an institution which joined 
a new terminal-salary scheme on the date when that scheme was first 
introduced should be given an option, exercisable only at that date or very 
soon after it, either to remain in F.S.S.U. or to join the new scheme. In the 
latter case he would have to hand over his F.S.S.U. policies, and he would 
receive a free credit for any back service in excess of that for which his 
policies would pay. If the value of these policies were more than sufficient 
to buy in his back service, the residue could be held by the scheme on 
his behalf until the maturity date of the policy or his death, whichever 
occurred first. We do not contemplate any continuing option between the 
two schemes. A person subsequently joining the staff of an institution 
belonging to the new scheme would be required to join that scheme, unless 
he was one of those who, at the introduction of the new scheme, had 
exercised his option to remain in F.S.S.U. ; and he would not be credited 
with more back service than could be paid for by any transfer value or 
policies which he might bring with him. We think that this sharp distinction 
between the rights of initial entrants and those of subsequent entrants will 
be found essential ; but we also think, after some analysis of the various 
possibilities, that the distinction might be difficult and perhaps impossible 
to maintain unless adherence to the new scheme by universities were 
simultaneous and nearly, if not quite, unanimous. 
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POSSIBLE REVISION OF SUPPLEMENTATION 
ARRANGEMENTS 

87. It will be apparent from what has gone before that the question 
whether F.S.S.U. should be replaced by a terminal-salary scheme is a matter 
of judgment on which more than one view is possible. The question there- 
fore arises whether any other change should be considered. Since F.S.S.U. 
itself cannot be amended for the reasons which we have explained 
(paragraph 40), the only other change which might be made seems to be the 
revision of the supplementation arrangements outlined in paragraph 7. We 
therefore considered whether changes, and if so what changes, inight be 
made in these arrangements. It had been suggested to us at an earlier stage 
by some of our witnesses that such changes might make the replacement 
of F.S.S.U. by a new scheme unnecessary. In any case it seems clear to us 
that the processes, first of arriving at a generally agreed conclusion on the 
question whether F.S.S.U. should be replaced by a ternmal-salary scheme, 
and then, if that question were answered in the aSirmative, of establishing, 
staffing and housing the organisation necessary to administer such a scheme, 
and TnaVing all the necessary preparations for its introduction, would be 
bound to take a considerable time. Even if all went smoothly, we doubt 
whether the new scheme could be introduced before a late date in 1963. 
During this period members of staff will be retiring under present arrange- 
ments, and even after the introduction of the new scheme there might be 
a considerable number who elected to remain in F.S.S.U. 

88. Apart from any views that may be held on the adequacy or otherwise 
of the present scale of supplementation, the present arrangements might be 
regarded as unsatisfactory on various grounds. The first is that supple- 
mentation is given ex gratia and not universally or as of right We think that 
criticism on this ground is justified, and we recommend^ that it should 
be met. The method of doing so would no doubt be to include in each 
contract between a university and a member of its staff, relating to any 
appointment which the member might hold until the mimmum retiring 
age, an undertaking by the former to pay to the latter, if he retired at 
or after the minimum retiring age from the appointment to which the 
contract related, any supplementation to which he might be entitled under 
the scheme in operation at the time of his retirement. 

89. A second criticism is that the appropriate rate should be related 
to the salary attained at the end of the member’s career. At present the 
appropriate rate for any given period of service is a flat rate for each of 
three grades. Professor ; Assistant Professor, Reader, or Senior Lecturer ; 
and Lecturer. Within these grades there are considerable variations of 
salary. Thus, the appropriate rate for a Professor of 40 years’ service 
is now £1 125 although the salary of an individual Professor may be any- 
thing between £2300 and £3,000 (£3350 exceptionally, in the case of 
certain clinical chairs). It seems to us that if the principle is accepted 
that the standard of supplementation should be related to the position 
attained at the end of the career, there is no ground for not relating it to 
the salary attained. 
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90. A third criticism is that equal weight ought to be given for each 
year of service up to 40, whereas the present scheme gives greater weight 
to years of service under 30 than to years of service between 30 and 40. 
Thus, in the case of the Professor, the appropriate rate rises by £33 10s. 
for each year of service up to 30, at which point it is £1,015, but by only 
£11 for each year of service between 30 and 40, rising to £1,125 at 40 
years. There is perhaps some ground for this discrimination in a scheme 
framed to meet hardship, since it may be said that hardship is less likely 
when there has been long service. Nevertheless we t hink that if the appro- 
priate rate in any case is to be related to length of service, there is 
no sufficient case for not giving equal weight to each year of service. The 
last two criticisms could be met by making the appropriate rate a 
fraction of the member’s terminal salary for each year of his university 
service, and we recommend that this change should be made. 

91. In assessing this fraction we have taken account of the following 
considerations ; 

(a) The Association of University Teachers have represented to us that 
the proportion which the original appropriate rates bore to 
the rates of salary current when supplementation was first intro- 
duced with effect from August 1953 was higher than the propor- 
tion which present appropriate rates bear to present salaries. 
As against this, the position of the F.S.S.U. pensioner has been 
improved as a result of two changes which have since taken place. 
The first is the change, described in paragraph 39, in the income- 
tax treatment of annuities purchased through insurance com- 
panies. This change, which was introduced in 1956, has improved 
the position of the F.S.S.U. pensioner who can take his benefits 
in cash and purchase an annuity. The second change is the pay- 
ment since 1958 of National Insurance retirement pensions to men 
of 65 and women of 60 who first became insured in 1948. Few 
university teachers who retired before 1958 can have been entitled 
to such pensions. Today they are normally entitled to them, the 
present rates being 50s. a week for a single person and 80s. for 
a married man. 

(h) The fraction which would give results most closely equivalent 
to the rates in the existing scheme would be one seventy-fifth. 
The following table shows, for each of the three grades for which 
the existing scheme provides separate rates, and for various 
periods of service, how existing appropriate rates would com- 
pare with rates based on one seventy-fifth of the terminal salaries 
assumed in the table multiplied by the number of years of service. 

(c) The new arrangement would not be advantageous only if the frac- 
tion decided upon produced an immediate all-round improvement 
in appropriate rates. Even if it did not, the proposal that the 
appropriate rate should be a fraction of terminal salary would 
still have the attraction that an increase in salary levels would 
produce an automatic improvement in appropriate rates for 
current and future retirements, whereas as matters stand an im- 
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Table VII 



I I Assistant Professor, 

Grade 1 Professor \ Reader or 

j Senior Lecturer 











Terminal salary 
a^umed 


£2,600 


£2,150 


£1,650 


Appropriate rate 
assumed 


Existing 


1/75 


Existing 


1/75 


Existing 


1/75 


10 years’ service 
20 „ 

30 „ 

40 „ 


£ 

345 

680 

1,015 

1,125 


£ 

347 

693 

1,040 

1,387 


£ 

290 

575 

860 

960 


£ 

287 

573 

860 

1,147 


£ 

230 

460 

690 

790 


£ 

220 

440 

660 

880 



provement in appropriate rates needs to be separately con- 
sidered, with a time-lag as the probable consequence. 

(d) The Association of University Teachers have also represented to 

us that if F.S.S.U. is to be retained for new entrants as well as 
for existing members, adequate supplementation should be guaran- 
teed in advance ; and they explain that by “ adequate ” they mean 
such supplementation as would maintain the appropriate rate 
at approximately two thirds the current salary of the grade, subject 
to deductions for service of less than 40 years. In using the term 
“ current salary ” they have in mind that there should be provision 
for the automatic adjustment of the pensions of those who have 
already retired whenever salary scales are revised. We have 
explained in paragraph 2 of our report the reasons for which we 
cannot deal with the adjustment of pensions after retirement. 

(e) These reasons would not make it impossible to express the appro- 

priate rate as two thirds of terminal salary for 40 years’ service, 
i.e., one sixtieth for each year, but in our view so high a fra^on 
would be dfficult to justify. The total benefits of a normal terminal- 
salary scheme, including family benefits and lump sum, are approxi- 
mately equivalent to a single annuity of one sixtieth of terminal 
salary for each year of service. Thus, the proposal would be that 
the university teacher should be guaranteed benefits fully equiva- 
lent, before tax, to those of a public servant retming on the same 
salary and after the same period of service, and that he should 
retain as well all the advantages of F.S.S.U. over a terminal-salary 
scheme, and in particular the right to receive the whole of the 
F.S.S.U. benefits in cash and the resulting income-tax advantages 
which we have explained in paragraph 39 and illustrated m para- 
graph 53. He would thus be placed in a more favourable position 
iVtan any anali^ous class of public servant, and th^ by means ^ 
a non-contributory scheme the whole cost of which would fall, 
at the first remove, on the Exchequer. It seems to us that this is 
not a proposal which could be put forward with any prospect that 
it would be accepted, and that if the special advantages of F.S.S.U. 
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are to be retained, they will have to be balanced, if an indefensible 
situation is not to be created, by a lower degree of protection 
against the effects of increases in money incomes than that enjoyed 
by the terminal-salary pensioner. 

92. We think therefore that for each year of service the appropriate 
rate should be a fraction of terminal salary rather smaller than one 
sixtieth. In considering possible fractions, we had before us the alternatives 
of a higher fraction, combined with some abatement in respect of National 
Insurance retirement pension, and a lower fraction, with no such abatement. 
We think that abatement might prove unsatisfactory in practice, and we 
therefore prefer the second alternative. On this basis we recommend that 
the fraction should be one seventy-fifth, subject to the proviso that if 
in the case of any member serving at the time when the change was made 
this were to result in a lower appropriate rate than that now current, the 
member should be regarded as having a reserved right to have his claim 
to supplementation considered on the basis of the rate now current. 

93. It remains to comment on one further proposal which was put before 
us by the Association of University Teachers, but which we have not been 
able to recommend. At present the amount deducted from the appropriate 
rate in arriving at the amount of supplementation to be given to any 
member is the best single annuity on his own life which can be purchased 
under any of the F.S.S.U. options with the capital sum receivable on retire- 
ment under the policies held on his behalf, subject to two provisos not 
here relevant. The Association propose that in the case of a married man 
the amount deducted should not be the single annuity as above but “ the 
equivalent joint annuity, subject to some provision to deal with cases of 
unusual disparity in age between man and wife ”. The proviso attached 
to the proposal indicates the kind of difficulty to which it might give rise 
in practice. But apart from this, the proposal does not seem to us to be 
sound in principle. The framers of the original scheme considered very 
carefully the basis on which supplementation should be calculated. We 
agree with their view that the basis should be uniform as between one 
case and another, and we think that the basis which they propounded and 
which was adopted was the best means of attaining uniformity. The effect 
of the proposal of the Association would be that where a married man 
and a single person were entitled to the same F.S.S.U. benefits, the former 
would receive more supplementation than the latter. This is no doubt 
the intention, but the principle that a married man should receive a higher 
pension than a single person, though adopted in National Insurance, is quite 
foreign to occupational pension schemes. 
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SUMMARY AND CONCLUSION 
94 We have given in paragraphs 3-9 a brief description of the present 
arrangements, namely. F.S.S.U. and the scheme for supplementing F.S S.a 
beneats introduced in 1953. We have explained in paragraph 40 that no 
material amendment in F.S.S.U. is possible (except so far as n^^ry to 
auaUfy for conUacting out of the National Insurance Act. 1959) because 
die Board of Inland Revenue would then subject the whole scheme to aeir 
normal tests which it would not be able to pass. We have also explain^ 
(naragraphs 10-22) the difSoulties which we see in the applicadon to 
university superannuation of assessmentism. i.e.. the principle that the 
beneSts of one generation should be paid for currently by a ley on the next 
generation For these reasons it seems to us that as a practical matter there 
Ire only two ways in which university superannuation arrangements could 
■be reformed. One is by the replacement of F.S.S.U. by a contobutory 
terminal-salary scheme. The other is by ^e amendment of the Scheme for 
the Alleviation of Superannuation Hardships. 



95. We have given in paragraphs 23-32 a general description of the type 
of terminal-salary scheme which is now usual for those in comparable 
employment in the public services and nationalised industries, and we have 
discussed in paragraphs 33-64 the more important differences betw^ the» 
schemes and F.S.S.U. We then discuss, in paragraphs 65-86. the mam 
problems which would arise in the application of the terminal-salary schrane 
<rf which we give an outline in Appendix II. Of thye problems, toat which 
has given us most concern is the financing of family benefits. It is Govern- 
ment .policy that when the cost of the employers’ contribution is met m 
whole or part from votes, the employer should assume no gryter habihty 
for the married man than for the unmarried employee. This principle maky 
it necessary to finance family benefits either by reduciy the inarried man s 
lump sum or by charging him an additional contribution. Neitoer of thye 
methods is free from difficulty, but we suggest a tentative solution. We give 
reasons why we think that unanimity among university institutions, or 
something very near it. together with the simultaneous introduction of the 
new scheme in all institutions adopting it. would be necessary if the 
transitional problems were to be manageable. We draw attention to the 
difficulties which institutions in other parts of the Commonwealth might 
find in recruiting staff in the United Kingdom if a terminal-sal^ scheme 
for universities in this country were introduced without a solution having 
been found for the problem which we outline in paragraphs 82-85. In para- 
graph 86 we deal with the options to be offered to existing members of 
smff. 



96. We discuss in paragraphs 87—93 the arrangements for the 
supplementation of F.S.S.U. benefits. We comment on file criticisms whkh 
have been brought against that scheme, and we recommend changes to meet 
those which we consider justified. Briefly, we recommend ; 

(a) that supplementation should be given as of ri^ and not ex gratia ; 

(b) that the appropriate rate, up to which a member s F.S.S.U, 
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ibenefits may be raised, should be a fraction of his termnial salary 
for each year of his university service, thus relating his pension to 
the amount of his salary at the end of his career and making the 
weight given to years of service over 30 equal to that given to years 
up to 30 ; and 

(c) that this fraction should be one seventy-fifth, on the basis that there 
would be no adjustment in respect of National Insurance retirement 
pensions, and subject to a reserved right for any member of staff 
serving at the date of change to supplementation based on the 
existing appropriate rate, if more favourable than the new rate. 
We think that these changes should be made as soon as may be, without 
prejudice to the question whether a terminal-salary scheme should be 
adopted. 

97. The question whether it would be advisable to substitute a terminal- 
salary scheme for F.S.S.U. is not easy. In the section of our report dealing 
with differences between the two systems (paragraphs 33-64) we have 
endeavoured to explain and evaluate tie m a in factors of which account will 
have to be taken by those who have to decide whether to set up a terminal- 
salary scheme, and, if one is set up, whether to join it. The question is not 
simply which scheme as a whole gives the greater benefits. The distribution 
of benefits under the two systems is based on different principles, so that 
even if the amount paid out in benefit under either system were the same 
in total, it would not be the same in individual cases. We also show that the 
flexibibty of f .S.S.U. and the extent to which its benefits can be drawn in 
cash give it advantages which could not possibly be reproduced in a new 
scheme ; and in conditions in which money incomes remained stable the 
level of its benefits, for most career patterns, would be considerably higher 
than could be obtained from any terminal-salary scheme for which approval 
would be given today. (See Tables IV and V.) The reduction in the income- 
tax liability on purchased annuities introduced in 1956 has been of more 
benefit to the F.S.S.U. pensioner than to the terminal-salary pensioner 
(paragraphs 53 and 54 and Table VI). The main advantages of a terminal- 
salary scheme derive from the fact that its benefits are related to the amount 
of 'the member’s salary at the end of his career. This not only produces 
what may be regarded as a more satisfactory distribution of benefits among 
the members of the scheme, but also protects the member against the risk 
that the provision for his retirement will be eroded as a result of increases 
in money salaries during his active career. (See again Tables IV and V.) 

98. The effect of inflation on F.S.S.U. has been to some extent mitigated 
by the supplementation arrangements, under which F.S.S.U. benefits may 
be raised to an appropriate rate dependent on the grade from which the 
member retires. Even if we may hope that inflation, in the sense of a fall 
in the purchasing power of money, has now been brought under control, 
increased productivity may be expected to result in increasing money 
incomes, the effects of which would tend to cause F.S.S.U. benefits to com- 
pare unfavourably with terminal salaries. The replacement of F.S.S.U. by a 
terminal-salary scheme is not the only means by which these effects could 
•be mitigated. Protection against the effect of rising money incomes could 
also be improved by amending the scheme for supplementing F.S.S.U. 
benefits and establishing, as we suggest, a fixed relationship between the 
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member’s terminal-salary and his appropriate rate. It may be asM why 
this protection should not be further improved up to the point at which it 
would be equal to that givOT by a terminal-salary scheme, the other advan- 
tages of F.S.S.U. being retained. This could be done, quite simply, by makmg 
the appropriate rate one sixtieth of the member’s terminal salary for each 
year of service. We have, however, explained in paragraph 91 (e) why we 
think that if F.S.S.U., with its advantages over the standard terminal-salary 
scheme, is retained, it would be necessary to accept some lesser protection 
than that given by a terminal-salary scheme against the effects of increases 
in money incomes. Thus, on the economic side, the choice to be made seenu 
to us to be between the retention of the sp^ial advantages of F.S5.U., with 
some protection through the supplementation scheme against the effects of 
ricinp money incomes, and the fuUer protection against those effects given 
by a terminal-salary scheme. But the choice is not only between different 
degrees of protection against those effects. It is also between differences in 
the principles governing the distribution of benefits between a_ scheme in 
which each member’s insurance is self-contained and one in which there is 
a pooHng of individual “ risks ”, e.g., as regards career prospects. 

99. There is one further consideration to which we would draw attention. 
We propose that if the universities were to decide to initiate a terminal- 
salary scheme, each individual member then serving in a university which 
decided to join the new scheme should have an option to remain in F.S.S.U. 
The new entrant, however, would have no such option (paragraph 86). It will 
thus be possible for the universities to be guided in their decisions primarily 
by the interests of their future members. 

100. Having set out as clearly as we can the alternatives before the 
universities, as we see them, and the consideraticms which will have to be 
weighed in deciding between them, it seems to us that we have given the 
universities alt the help we can. The choice between the alternatives must be 
theirs. 

101. We cannot conclude without expressing our thanks for all that our 
secretaries, Mr. P. L. Smith and Miss C. I. Felton, have done to lighten 
our labours. 



E. Hale (Chairman) 
E. M. Abbot 
Diana Albemaw-b 
I. P. Bancroft 
M. G. Kendall 
D. W. Logan 
P. R. Morris 
R. A. Rainford 
P. M. Rossiter 
C. G. L. Syers 
H. Tetley 

P. L. Smith T Joint 

C. J. Felton f Secretaries 

Jamtmy 1960. 
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APPENDIX I 

List of witnesses who gave evidence to flie Committee 

Association of University Teachers 
Professor R. G. D. Alleo, C.B.E. 

Mr. H. C. Edey 
Professor T. N. George 
Dr. K. Urwin 
Mr. W. A. Wightman 

Central Council of the Federated Superannuation System for Universities 
Mr. C. R. Macdonald 
Mr. E. P. Weller, C.B.E. 

University of Oxford 

Mr. I. B. Butterworth 
Dr. C. A. Cooke 

Sir FoUiott H. Sandford, K.B.B., C.M.G 
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APPENDIX II 

Ontluie of principal features of a possible soperannnation scheme for 
university staffs 

1 Membership of scheme : permaneat staff catering service after the inception 
of 'the scheme would be required to join, with the exception of those witon 
10 years of minimum , pensionable age (unless they were specially ptffnntt^ 
bv virtue of service in respect of which a transfer value had been receiv^, or ^ 
F.S.S.U. service outside the university field, to qualify for a pension at that age) ; 
staff in service at the inception wouW be given an option whether or not to ]om. 

2. Minimum pensionable age : pensions should normally commence on retire- 
ment at or after the attainment of a minimum pensionable age of 65. 

3 Pensionable salary : the salary upon which pensions and other superannuati™ 
benefits would be computed should be the average annual remuneration eam^ 
during the last three years of service ; where a member suffered a reduction in 
oav during the latter part of his service, his benefits would be calculat^ on the 
^ three consecutive years of his last 10. In such a case he would have to 
continue to contribute as if there had been no reduction in pay, subject to his 
contributions not exceeding 15 per cent, of his reduced pay in any year. 

4. Pensions to staff retired on account of age : members with 10 or more yea« 
of reckonable service retiring at or after minimum pensionable age shimld be 
granted pensions at a rate of one eightieth of pensionable salary for each com- 
pleted year of reckonable service; for those retiring at age 65, reckonable 
^ice should not exceed 40 years ; where members were retained in employ- 
ment above this age, additional service should be credited for pension purposes, 
subject to an overriding limit of 45 years’ reckonable service. 

5 Ill-health pensions; members with 10 or more years’ reckonable service 
retiring on grounds of Ul-health before attaining minimum pensionable age 
should be granted pensions at a rate of one eightieth of pensionable salary for 
each completed year of reckonable service not exceeding 40 years, but wim 
a minimum pension related to a reckonable service of 20 yrars or, if less, ^e 
number of years which the member would have been able to reckon for 
pension if he had remained in service until age 65 ; pensions payable at ages 
Sder the minimum retiring age should be subject to review and to suspension 
if the pensioner were found to have recovered sufiiaently to be able to resume 
emi^oynient. 

6. Lump sum payments on retirement : on a pension commencing to 
payable in accordance with paragraj^ 4 or 5 above, a lump-sum payment should 
also be made as follows : 

(а) bachelors and all women members: three times the annual pension; 

(б) married men : twi^ the annual pension ; 

(c) wido wers : in respect of ■the period since they last ceased to be married, 
as (a), and in respect of the previous period, as ib). 

7. Pensions to widows .■ on the death of an active married male member wnh 
10 or more years of reckonable service, his widow should receive a pension 
equal in amount to one dik’d of the pension that would have been granted if 

member had retired on grounds of ill-heakh on the day of his death ; if 
a pensioner died and left a w4dow to whom he was marri^ when he retired, 
receive a pension equal in amount to one third of her deceased 
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husband’s pension ; widows’ pwisions should cease on re-marriage, and shcmM 
not be less than £26 a year in amount ; similar benefits might be granted, by 
special arrangement, to incapacitated dependent widowers of women members, 
in which case there would be deductions fr<Hn the lump sum benefits of such 
women corresponding to (6) and (c) of paragraph 6. 

8. Benefits to children and orphans : widows’ pensions under paragraph 7 
should be augmented, in respect of cialdren under the age limit, by one quarter 
of their amount for each child not exceeding four ; the age limit should be 16, 
subject to a continuation of augmentation in respect of children over that age 
in receipt of full-time education ; if children were left on the death of a member 
or pensioner and there was no widow, or if the widow subsequently died or 
re-married, payment of orphans’ allowances, ceasing at the age limit referred 
to above, should be made as follows : 

(a) one orphan : one half ; 

(b) two orphans : three quarters ; 

(c) three or more orphans : the whole of the pension that would have been 

awarded in respect of a widow. 

9. Benefits on death in service : if the reckonable service on death were less 
than five years the amount payable should be equal to the aggregate of the 
contributions the member had paid, with interest ; if the reckonable service were 
five years or more, the amount payable should be the greater of the following 
alternatives : 

{a) a sum equal to the contributions paid by the member accumulated at 
3 per cent., compound interest ; 

{b) one year’s penrionable salary ; 

subject in each case, after 10 years’ service, to a reduction for married men 
and widowers ; the amount of the reduction for married men to be one eightieth 
of pensionable salary for each completed year of reckonable service ; the amount 
of the reduction for widowers to be one eightieth of pensionable salary for each 
year of reckonable service completed before the date when he last ceased to 
be married. In assessing the amount of a member’s contributions, due allowance 
would be made for any service before entering the schOTie in respect of whidi 
a transfer value had been received or insurance policies had been assigned to 
the trustees. (See paragraphs 16 and 19.) 

10. Benefit on death after retirement on pension : on the death of a pensioner 
of the scheme who did not leave a widow there should be payable the balance 
(if any) of the sum that would have been granted if the pensioner had died 
unmarried <m the day before he retired, after deducting the amount of the lump 
sum actually paid on retirement and the total of the pension payments received 
since retirement. 

11. Benefit on ill-health retirement before qualifying for a pension : the amount 
payable should be a sum equal to the total of the member’s personal contributions 
to the scheme, with interest, or, subject to five years* qualifying service, one year’s 
salary. 

12. Benefits on withdrawal from university service: if a member’s service 
were terminated otherwise than by death or by retirement on pension or with 
a benefit under paragraph 1 1 , and no transfer value were payable to another 
scheme in respect of him, he should receive a sum equal to the total O'f the 
personal contributions he had paid to the scheme, with interest ; this bowfit 
might be reduced or withheld in cases of fraud or misconduct. A member 
whose service was so terminated at age 55 or later but before the minkiram 
retiring age would be given the right, irrespective of whether be entered otba 
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emoloyment or not, to receive, in lieu of the foregoing sum, a pension at the 
minimum retiring age based on his service up to the date of his resignation and 
on his average salary for the three years preceding that date. 



13. Contributions payable bv members: 

(a) contributions reckoned as a percentage of salary should be deducted ^tom 
the salaries of members until their retirement on or before minimum pensionable 
age or the completion of 40 years’ service, whichever occurred first. Where 
service continued after minimum pensionable age, further contributions would 
then be payable, at the same rate as that applicable to members under pension- 
able age, until the completion of five additional years’ service or earlier 
retirement ; 

(b) certain members might be allowed to pay single or annual contributions 
in order to purchase, fully at the members’ expense, “ added years ” reckonable 
for pension purposes, but the total contribution should not exceed 15 per cent 
of salary in any year and should not be greater than that necessary to secure 
the maximum allowable benefits. 

14 Contributions payable by institutions: these should also be reckoned as 
a percentage of the salaries of contributing members serving in the institution, 
and should be payable for any period for which contributions are deducted from 
the salaries of members under paragraph 13 (a). 



15. Original rates of contribution: 

<a) the rate of contribution for benefits other than family benefits should be 
12 per cent, of salary, plus a further contribution to meet a fixed annual charge 
for a period of years in respect of the initial liability and the back service 
credit of initial entrants. If all eligible persons joined at the outset, this annual 
charge, estimated on the basis that it would be chargeable for 20 years, would 
be £940,000, which would be met by a further contribution of 5 per cent. 
This further contribution, and the period for which it would be chargeable, 
would need to be reviewed shortly after the commencement of the scheme, 
when the decisions of all eligible persons whether or not to join had l^n 
recorded. Of these contributions 6 per cent, would be payable by members 
and the balance by institutions. The contribution rates fixed at the out^t of 
the scheme would remain in force until after the first of the valuations referred 
to in paragraph 19 below. 

(b) towards the cost of family benefits (half of which would be met by the 
difference between the lump sums payable under paragraph 6 to married men 
and those payable to other members) all men would pay additional annual 
contributions. For new entrants the rate of additional contribution would 
three quarters of 1 per cent. For initial entrants the rate would te either the 
same as that for new entrants or a higher rate, according to the election made 
under the following paragraph. 

The contribution rates fixed at the outset of the scheme would traain in 
force until after the first of the valuations referred to in paragraph 19 below. 

16. Special provisions for male initial entrants in relation to family benefits: 
a male initial entrant would be offered the alternatives of: 

(a) meeting the cost of his family benefits in respect of his service before 

the scheme came into operation, in so far as that cost is not met by 
the difference between the lump sums payable under paragraph 6 to 
married men and those payable to other members ; or 

(b) suffering a reduction in the amount of those benefits. 
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If he chose (a) the cost could be met: 

(i) by a further reduction in his lump-sum benefit of one eightieth of his 

terminal salary for each year of his service before the scheme came 
into operation ; or 

(ii) by an increase in the additional annual contribution during the 
remainder of his service, the rate of which would depend partly on his 
age and partly on the length of his past service ; or 

(iii) by a combination of (i) and (ii). 

The amount by which the rate of additional contribution would be higher 
than that for the new entrants would range from 0-15 per cent, of salary for a 
man of 30 with 5 years of past service to 2 per cent of salary for a man of 
50 with 20 years of past service. 

If he chose (h) he would pay the same rate of contribution as a new entrant, 
and each year of service before the scheme came into operation would be 
reckoned as half a year in calculating the amount of the widow’s benefit 'Thus, 
if his age on entry was 45 and his years of past service were 20, and if he 
survived to retire at age 65, hU widow’s pension would be based on 10 yep 
of past service and 20 years of contributory service (or 30 in all) and the pension 
would therefore be three quarters (thirty fortieths) of the full amount 

17 Return of additional contributions to men not married at the time of 
retirement : if a man was not married when he retired he would receive a return 
of additional contributions, with interest If he were a bachelor on retirement 
all his additional contributio-ns would be returned; if he had prevpiisly been 
married, the additional contributions returned would be those paid since he last 
ceased to be married. 

18. Superannuation fund; a fund should be sot up, under the contro-l of 
independent trustees, as from the commencing date, to receive and inv^ the 
contributions of members and employers, transfer value payments, dividends and 
interest, etc., and to pay out pensions and other benefits under the scheme (a^ 
possibly also the cost of administration) ; the fund would probably need to be 
in two parts-^ non-taxable pension fund and a taxable lump-sum fund. 

19 Actuarial valuation : provision should be made for the appointment of 
an actuary to the scheme and for the making of actuarial valuations of assets 
and liabilities. The first valuation should be made not later than five years 
after the commencing date, and there should be further valuations at intervals 
of not more than five years thereafter. It sho.uld be part of the actuary s duty 
on these occasions to examine and report upon the adequacy of the aggregate 
rate of contribution. General provision should be made for taking ®“itabte 
action if the aggregate rate of contribution certified by the actuary to be required 
in future should differ from that currently being charged. If the ag^epte rate 
of contribution required to be varied, its incidence as between institutions and 
members would be considered in the light of general Government policy as to 
the incidence of contributions between employers and employees in other 
comparable schemes. 

20. Modification of pensions for National Insurance: provision ^ould be 
made for the modification of periodical contributions, and of members’ pensions, 
by amounts decided upon in the light of the benefits given under the National 
Insurance scheme ; it ^ould be permissible to amend the amounts to correspond 
with any changes in the National Insurance scheme. 

21. Transfer of Staff: where a member resigned before reaching minimum 
retiring age and within twelve months thereafter entered employment in an 
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in«imtion or other organisation outside the =^heme the trt^t^ would have 
discretion to provide, in place of any other benefit under the scheme. 

(a) subject to a qualifying period of 10 years' service, the 

rights, payable as from minimum retiring age or on earlier death or 

breakdown in health ; 

ib) such a sum as the actuary might certify as appropriate at the <^te 
when the member left the scheme, applied for the purchaw of a 
paid-up deferred annuity policy providing for a non-ass^able and 
non-comrautable annuity commencing at the minimum retiring age, 

(c) a transfer-value payment to any pension scheme to w-hich it was possible 
to make one. 

The trustees would also have power to accept transfe-value paints from 
other superannuation schemes and to accept assignment of policies from institu- 
tions belonging to F.S.S.U. 

22. Back-service credit: there should be power to allow additional years of 
service to be reckoned for superannuation purposes as follows : 

(а) for initial entrants, in respect of service before the inception of the new 

scheme, subject, as regards family benefits, to the provisions of 
paragraph 16 ; 

(б) for transferees from other superannuation schemes with which reciprwal 

arrangements may be made, in respect of earlier service for which a 
suitable transfer value payment is received. 

23. Amendment of scheme and winding up: among the many oter matters 
to be provided for would be the amendment of the Scheme from time to time 
and its eventual dissolution. 
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APPENDIX III 

Provision for family benefits in various terminal-salary schemes in the 
public sector 

Teachers 

No family benefits are provided in the teachers’ scheme, and under the 
Teachers Superannuation Acts such benefiits could be introduced only on the 
basis that no lability would fall on the employer. 

Civil Service 

There is provision for widows', children’s and orphans’ benefits on si milar 
lines to those provided in the o.utline (Appendix II). The scheme as a whole 
is non-contributory, and one half of the cost of the benefits provided for 
widows and dependants is also met on a non-contributory basis. To meet 
the other half the married man has the option either to surrender one third 
of his lump-sum benefit, reducing it to two eightieths of terminal salary 
for each year’s service, or to pay an annual contribution of H pw cent, of 
his salary. This contribution does not ath’act income-tax relief. If he chooses 
the second option he has still to surrender one third of his lump sum in respect 
of any years of service for which he has not contributed. (See paragraph 6 of 
Appendix IV.) 

Local Government Officers : National Health Service 

In these schemes the whole cost of family benefits, which are on similar lines 
to those provided in the outline (Appendix II), is met by the surrender by 
the employee of two thirds of his lump-sum benefit, reducing it to one eightieth 
of terminal salary for each year’s service. 

Atomic Energy Authority 

Part of the cost of family benefits, which are on similar lines to those provided 
in the outline (Appendix II), is charged to the general fund of die 
scheme, fed by contributions of 6 per cent, (member) and 8 per cent. (Aurthority). 
The rest is met the surrender by the employee of one third of his lump-sum 
benefit, reducing it to two eightieths of terminal salary for each year’s service. 
(See paragraph 68 of the report.) 

National Coal Board 

The scheme is divided into two sections, namely, those for “ normal benefits ” 
and for “ family benefits ”. The first of these provides pensions of one eighti^ 
of terminal salary, and lump sums of three eightieths of terminal salary for 
each year of service, and is supported by combined contributions of 12 per cent, 
of salary. Pensions and contributions are modified for national insurance 
purposes. The second section provides widows’ pensions and is supported by 
combined contributions of 3 per cent, of salary ; entry to this section is optional. 
Widows’ pensions are normally one tltird of the man’s rate, but provision is 
made for a widow’s pension at one half rate on payment by the member of an 
additional contribution. All contributions are apportioned between Board and 
members in the ratio 2:1. 

Electricity 

This scheme was modelled upon the National Coal Board scheme and pro- 
vides benefits similar to those described above. The important exertions are (i) 
the combined contribution rate for nonnal benefits k 15 per cent, and (ia) there 
is no provision for a widow’s penaon higher than one iMrd of the man’s rate. 
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Gas Council 

Pensions are provided for members and their widows but there are no lump- 
sum retirement benefits. The retirement pension is based on eightieths on the 
first £425 of terminal salar>- and sixtieths on the remainder, for each year of 
service. (This is an arrangement to secure modification for national insurance 
purposes.) Widows' pensions are payable at one half of the man's rate. Members' 
contributions are at the rate of 5 per cent, on the first £425 and 6| i»r cent, 
on the remainder of salary for men, or 4 per cent, and 5J per cent respectively for 
women. These contributions, to which the employer adds sudi amounts as may 
be necessary to support the scheme, relate to all the benefits and there is no 
separate section for widows. 



Airways 

In its application to office staff, this scheme provides retirranent pensions 
based on sixtieths of terminal salary. There are no lump sums or widows’ pensions. 
Employees pay 5 per cent, of salary and the employer meets the balance of cost. 

Railways 

There are several pension schemes for railway transport staff, but the only one 
open to new entrants is the I-ondon and North Eastern Railway Superannuation 
Fund. All salaried employees who join the service of the British Transport Com- 
mission now join this fund. It provides retirement pensions and lump sums but 
no widows’ pensions. Pensions are based on one one hundred and twentieth part 
of salary averaged over the whole of service, together with one one hundi^ and 
twentieth part salary averaged over the last seven years of service. Retirement 
lump sums are on the scale of fortieths of terminal salary. The rates of contribution 
of employee and employer, which are equal, vary according to entry age. For 
new entrants they range from 5 to SJ per cent. 
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APPENDIX IV 



The financing o{ family benefits 



1. Any scheme for financing family benefits must have regard to two salient 
facts ; 

(a) far the greatest part of the cost of these benefits is attributable to 
pensions payable to widows whose husbands die after retirement ; 

(J) the amount of a widow’s :pension is related to the total penod of her 
husband’s service and not to the period for which he was married to her. 

2. It follows that where there is no contribution from the employer the man 
who marries late in his career must contribute as much as the man who mames 
early, since otherwise the latter will be contributing to the pension of the widow 
of the former. 

3_ xhere are three possible methods by which family benefits might be financed 
without an employer’s contribution : 

(n) the married man may receive a smaller lump-sum .benefit on retiremrait 
than that received by the unmarried person ; 

(i) the married man may surrender part of his pension ; 



(c) additional contributions. 



4 The first of these methods has the advantages not only of great administrative 
simplicity but also of fulfilling the requirement of paragraph 2 by exacting a 
contribution which is always proportionate to the amount of the widow’s pension. 
The objection to using it to meet the whole cost is that the lump-sum bendit 
of the married man would have to >be reduced by two thirds to one eightieth of 
terminal salary for each year of service, and this, we think, would be unacceptably 
small. ’We therefore propose the use of this method only to meet one half of 
the cost, the married man’s lump sum being reduced by one third to two 
eightieths of terminal salary for each year of service. 

5. The simplest way of applying the second method would be to aUow the 
married man to commute part of his pension so as to produce a capital sum 
equal to the part of the lump sum which he would otherwise surrender. Com- 
mutation, however, is open to some objection and is now only permitted in 
services in which there is an early retirement age. Civil servants, teachers, and 
the like cannot commute. Moreover, the Board of Inland Revenue would probaWy 
require income tax to be paid on the revenue of any funds supporting j^ion 
that might be commuted, whether it was actually commul^ or not. In the 
circumstances we have not pursued the question of commutation. 



6. There remains the possibility of an annual contribution of a percentage 
of salary. If such a contribution were paid by married men only in respect 
years in which they were married, it is clear that the late nrarrier woi^ get 
an unfair advantage in comparison with the early marrier, whose rantobution 
would be swoUai to meet part of the cost of the late marrier’s benefit The civil 
service scheme meets this difficulty. The married civil servant who opts to meet 
the cost by contribution has also to surrender some of his lump sum m resp^ 
bf any years of service during which he did not contribute. In this way the 
contribution of the late marrier is brought up to that of the early mamer. Such 
an arrangement could be applied to a university scheme, but it would mean that 
the married man would have to sufier a two thirds reduction of lump sum in 
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respect of his years of service for which he did not contribute, and we have 
assumed that so great a reduction w’ould be unacceptable. 

7. One suggestion which we considered was that an additional contribution 
should be paid by all married members, and only by such members, but that 
a man who married at over 45 years of age, being already a member of the 
scheme, should be required either to make up his annual contributions to 20 
or forgo some of his benefit. The contribution required would be 1 per 
cent, of salary. But on further examination it seemed to us that such an 
arrangement would fail to meet the requirement of paragraph 2 and would 
be unfair on members who were married for over 20 years. They would 
contribute more than those who were married for 20 years or less and who 
would get nearly the same cover at lower cost. 

8. The best way of avoiding these difficulties might be to exact an additional 
contribution, sufficient to meet that part of the cost of family benefits not met 
by the surrender of one third of the lump sum, from every man, married or not, 
for every year of his career. A man who was unmarried on retirement would 
then receive a refund of contributions with interest, on which some income tax 
would be payable but only at one quarter of the standard rate. The refund in 
the case of a bachelor would be for every year of his service. In the case of the 
man who had previously been married it would be for every year of his service 
since he last ceased to be married. It is estimated that for such a .scheme the 
contribution required would be three quarters of 1 per cent, of salary. This 
is the arrangement which we have included in the outline in Appendix II. 
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